AUTHENTICATED 
U.S. GOVERNMENT 
INFORMATION ^ 


JAPAN’S CHANGING ROLE 


HEARING 

BEFORE THE 

SUBCOMMITTEE ON ASIA, THE PACIFIC AND 
THE GLOBAL ENVIRONMENT 

OF THE 

COMMITTEE ON FOREIGN AFFAIRS 
HOUSE OF REPRESENTATIVES 

ONE HUNDRED ELEVENTH CONGRESS 

FIRST SESSION 


JUNE 25, 2009 


Serial No. 111-41 


Printed for the use of the Committee on Foreign Affairs 



Available via the World Wide Web: http://www.foreignaffairs.house.gov/ 


U.S. GOVERNMENT PRINTING OFFICE 
50-632PDF WASHINGTON : 2009 


For sale by the Superintendent of Documents, U.S. Government Printing Office 
Internet: bookstore.gpo.gov Phone: toll free (866) 512—1800; DC area (202) 512-1800 
Fax: (202) 512-2104 Mail: Stop IDCC, Washington, DC 20402-0001 


COMMITTEE ON FOREIGN AFFAIRS 


HOWARD L. BERMAN, California, Chairman 


GARY L. AC KE RMAN, New York 
ENI F.H. FALEOMAVAEGA, American 
Samoa 

DONALD M. PAYNE, New Jersey 
BRAD SHERMAN, California 
ROBERT WEXLER, Florida 
ELIOT L. ENGEL, New York 
BILL DELAHUNT, Massachusetts 
GREGORY W. MEEKS, New York 
DIANE E. WATSON, California 
RUSS CARNAHAN, Missouri 
ALBIO SIRES, New Jersey 
GERALD E. CONNOLLY, Virginia 
MICHAEL E. McMAHON, New York 
JOHN S. TANNER, Tennessee 
GENE GREEN, Texas 
LYNN WOOLSEY, California 
SHEILA JACKSON LEE, Texas 
BARBARA LEE, California 
SHELLEY BERKLEY, Nevada 
JOSEPH CROWLEY, New York 
MIKE ROSS, Arkansas 
BRAD MILLER, North Carolina 
DAVID SCOTT, Georgia 
JIM COSTA, California 
KEITH ELLISON, Minnesota 
GABRIELLE GIFFORDS, Arizona 
RON KLEIN, Florida 


IT.EANA ROS-LEHTINEN, Florida 

CHRISTOPHER H. SMITH, New Jersey 

DAN BURTON, Indiana 

ELTON GALLEGLY, California 

DANA ROHRABACHER, California 

DONALD A. MANZULLO, Illinois 

EDWARD R. ROYCE, California 

RON PAUL, Texas 

JEFF FLAKE, Arizona 

MIKE PENCE, Indiana 

JOE WILSON, South Carolina 

JOHN BOOZMAN, Arkansas 

J. GRESHAM BARRETT, South Carolina 

CONNIE MACK, Florida 

JEFF FORTENBERRY, Nebraska 

MICHAEL T. McCAUL, Texas 

TED POE, Texas 

BOB INGLIS, South Carolina 

GUS BILIRAKIS, Florida 


Richard J. Kessler, Staff Director 
Yleem Poblete, Republican Staff Director 


Subcommittee on Asia, the Pacific and the Global Environment 


ENI F.H. FALEOMAVAEGA, American Samoa, Chairman 


GARY L. ACKERMAN, New York 
DIANE E. WATSON, California 
MIKE ROSS, Arkansas 
BRAD SHERMAN, California 
ELIOT L. ENGEL, New York 
GREGORY W. MEEKS, New York 


DONALD A. MANZULLO, Illinois 
BOB INGLIS, South Carolina 
DANA ROHRABACHER, California 
EDWARD R. ROYCE, California 
JEFF FLAKE, Arizona 


Lisa Williams, Subcommittee Staff Director 
Daniel Bob, Subcommittee Professional Staff Member 
Nien Su, Republican Professional Staff Member 
Vili Lei, Staff Associate 


(II) 



CONTENTS 


Page 

WITNESSES 

Joseph Nye, Jr., Ph.D., University Distinguished Service Professor, Sultan 
of Oman Professor of International Relations, Harvard University (former 

Dean of the John F. Kennedy School of Government) 11 

Michael J. Green, Ph.D., Senior Adviser and Japan Chair, Center for Stra- 
tegic and International Studies, Associate Professor, Georgetown University 

School of Foreign Service 22 

Kent Calder, Ph.D., Director, Edwin O. Reischauer Center for East Asian 

Studies, Director, Japan Studies, Johns Hopkins University 30 

Arthur J. Alexander, Ph.D., Adjunct Professor of Asian Studies and Econom- 
ics, Georgetown University (former President of the Japan Economic Insti- 
tute) 48 

LETTERS, STATEMENTS, ETC., SUBMITTED FOR THE HEARING 

The Honorable Eni F.H. Faleomavaega, a Representative in Congress from 
American Samoa, and Chairman, Subcommittee on Asia, the Pacific and 

the Global Environment: Prepared statement 5 

Joseph Nye, Jr., Ph.D.: Prepared statement 15 

Michael J. Green, Ph.D.: Prepared statement 25 

Kent Calder, Ph.D.: Prepared statement 33 

Arthur J. Alexander, Ph.D.: Prepared statement 51 

APPENDIX 

Hearing notice 90 

Hearing minutes 91 

The Honorable Donald A. Manzullo, a Representative in Congress from the 
State of Illinois: Prepared statement 92 


(III) 




JAPAN’S CHANGING ROLE 


THURSDAY, JUNE 25, 2009 

House of Representatives, 

Subcommittee on Asia, the Pacific 

and the Global Environment, 
Committee on Foreign Affairs, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10:06 a.m. in room 
2200, Rayburn House Office Building, Hon. Eni F. H. 
Faleomavaega (chairman of the subcommittee) presiding. 

Mr. Faleomavaega. The subcommittee hearing will come to 
order. This is the hearing by the House Foreign Affairs Sub- 
committee on Asia, the Pacific and the Global Environment. We are 
discussing today the subject of Japan’s changing role not only in 
the region but as a global player in the Asia Pacific and certainly 
in other regions of the world as well. 

I will introduce our distinguished members of the panel, but be- 
fore doing so I am going to have an opening statement. I know my 
distinguished ranking member, the gentleman from Illinois, Mr. 
Manzullo, will join us at a later time. But I will begin this hearing 
with my opening statement. 

Japan remains America’s most important ally in the Asia Pacific 
region, currently is the world’s second largest economy, and home 
to many of the world’s best companies and most advanced tech- 
nologies. The country’s importance to the United States was under- 
scored by Secretary of State Hillary Clinton when she made Tokyo 
her first overseas stop, and by President Obama when he accorded 
Prime Minister Aso the administration’s first official visit by a for- 
eign leader. 

During the Prime Minister’s visit, and echoing earlier comments 
by Secretary Clinton at her confirmation, the President said, and 
I quote: “The alliance that we have is the cornerstone of security 
in East Asia. It is one that my administration wants to strength- 
en.” Despite such sentiments, however, Japan receives scant atten- 
tion from the rest of the executive branch and Capitol Hill — per- 
haps with the exception of this subcommittee. 

To a degree, Japan’s low profile can be viewed positively. After 
all, it was not so long ago that Japan repeatedly made the head- 
lines for its so called unfair trade practices and its alleged threats 
to United States interests and economic preeminence. You might 
say also that at the time if we were not bashing the Japanese we 
were bashing the Chinese, probably because of our own short- 
comings in our own economic development. 

( 1 ) 
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There is a perception by some pundits and experts that Japan’s 
role seems to have diminished regionally and globally. Japan’s 
stagnant economy and politics — especially when contrasted with 
China’s vibrant growth, growing confidence in the world stage and 
military modernization, in my view — contribute greatly to this per- 
ception. 

Indeed, Beijing has become ever more central to Washington de- 
bates on key problems confronting this country, from the global fi- 
nancial crisis to climate change, and from North Korea’s provo- 
cations to Pakistan’s instability and the current crisis even in 
Darfur, Sudan. 

To address these and other issues, the Obama administration 
has announced it will hold its first Cabinet-level strategic and eco- 
nomic dialogue with China at the end of next month. S&ED is 
probably an acronym that we are going to be learning more about. 
As a successor to a Bush administration initiative, the S&ED will 
provide an ongoing channel for talks between officials at the high- 
est levels, from President Obama and President Hu Jintao, Sec- 
retary of State Clinton and State Consular Dai, Treasury Secretary 
Geithner and Vice Premier Wang, to a host of other senior officials. 

The regularity of the S&ED and the high levels of its partici- 
pants coupled with China’s dynamism will keep the United States- 
China relationship in the forefront. Let me note here that some- 
time next month this subcommittee plans to hold a hearing on the 
S&ED. Japan’s struggle to define its role reflects the real, imme- 
diate and consequential challenges it faces. Japan today is one of 
the world’s oldest countries, with those over 65 years of age exceed- 
ing 21 percent of that country’s population. It is estimated that by 
the year 2050 the number of elderly people in Japan will be well 
over 40 percent of that country’s population. 

In response to its demographic and economic challenges, as well 
as other problems, Japan has been searching for answers. In 2003, 
for example, then Chief Cabinet Secretary and subsequently Prime 
Minister, Yasuo Fukuda, commissioned a major Japanese think 
tank to assess how the country should adjust to its decline to so 
called middle power status. Now, I have no doubt that Japan will 
remain a critical ally of the United States and an important global 
player despite the challenges she is now confronting. 

Of course, Japan can take some obvious steps to minimize its de- 
mographic problems. I suspect, however, that one such step — Tokyo 
opening itself to a large influx of immigrants — may never be an ac- 
ceptable option. Another, promoting larger families, has been at- 
tempted, albeit modestly, by the government, but has achieved no 
discernable results. Providing women greater opportunities in the 
workplace would increase the country’s labor force, but efforts to 
make the significant social changes necessary to have a real impact 
in this area have never gained requisite traction. 

A couple of other observations that may be worth noting are that 
the number of Japanese students studying in the United States de- 
clined from 45,000 in the 1994-95 academic year, to 35,000 in the 
2006-07 year, even as the numbers from other countries increased 
tremendously. For example, there are now more than 85,000 stu- 
dents studying here in the United States from India, 70,000 stu- 
dents from China, and some 70,000 also from South Korea. 
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I might also note with interest that we have approximately 
500,000 foreign students studying here in American colleges and 
universities, probably the largest contingent of foreign students of 
any country in the world studying in our colleges and universities. 
I am glad that we are doing a lot better in the way that we have 
provided student visas so that students from all over the world will 
be welcome to come and study here in our universities. 

Security ties between Japan and the United States, of course, re- 
main close, and they have been revitalized over the years partly as 
a result of the work of some of our witnesses today. In a welcome 
development, last month, Japan’s ambassador to the United States 
offered the Government of Japan’s first apology over the Bataan 
Death March. 

That is a significant development given the fact that during 
World War II, in 1942, some 68,000 Filipinos and some 12,000 
American soldiers were put on a forced march by Japanese sol- 
diers, and tremendous amounts of brutalities and atrocities were 
committed against them. I was happy to learn that the ambassador 
of Japan made this formal apology in front of the 73 survivors of 
the Bataan Death March in the ceremony. 

Meanwhile, prudence on the part of Tokyo and close cooperation 
with the United States are absolutely essential as Japan responds 
to North Korea’s provocations and growing concerns over China’s 
growing prominence economically as well as in terms of security. 

Yet in a major break from previous taboos, there are open discus- 
sions now in Japan about nuclear weapons. After the first North 
Korean nuclear test in 2006, some senior Japanese politicians, in- 
cluding the current Prime Minister by the way, called for a recon- 
sideration of Japan’s traditional policy of non-nuclear development. 
In other words, because of the problems in North Korea, there 
seems to be a threat to Japan’s security and expressions of concern 
that perhaps maybe Japan needs to also develop a nuclear capa- 
bility. 

Most observers in the United States believe our extended deter- 
rence makes it highly unlikely that Tokyo will produce its own nu- 
clear weapons. As the Congressional Research Service recently 
noted, Tokyo currently does not have “the expertise in bomb de- 
sign, reliable delivery vehicles, and an intelligence program to pro- 
tect and conceal assets and sites for nuclear testing.” My quote, 
however, is, “it doesn’t mean Japan doesn’t have the capacity to 
produce nuclear weapons if it seeks to do so.” And, of course, this 
will cause a complete shift in regional military strategic issues af- 
fecting the whole region in the Asia Pacific, especially toward 
China. 

South Korea, China and Russia are not nearly so sanguine, how- 
ever. Last month, for example, the Chosun Ilbo, South Korea’s larg- 
est daily newspaper, ran an editorial calling on Seoul to develop its 
own nuclear capability. Ostensibly, North Korea’s nuclear tests 
prompted the editorial, but the clear subtext was concern over Ja- 
pan’s nuclear ambitions. 

On June 9th, Russia’s Interfax News reported that a Russian 
Foreign Ministry source anonymously discussed North Korea’s nu- 
clear test and Japan’s response. He said this: “Naturally we are 
getting worried about a certain trend in Japan where there are in- 
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creasingly loud voices calling for a building up of the country’s own 
potential at an accelerated pace.” Interfax noted that the official 
was referring specifically to nuclear weapons. 

And in a semi-monthly journal published under the auspices of 
the Chinese Ministry of Foreign Affairs, a featured article said, 
“Some people believe that the Democratic People’s Republic of Ko- 
rea’s possession of nukes will trigger a nuclear arms race with 
Japan and then the Republic of Korea following. If that is so, East 
Asia will become one of the regions most threatened with nuclear 
war.” 

Chinese, Russian and South Korean concerns about Japan’s nu- 
clear ambitions may well be overstated. But sometimes perceptions 
play a crucial role in policy decisions. 

In any case, the challenges Japan faces due to North Korea’s 
provocations and the trajectory of its population and economy are 
clear and daunting. Japan has had a divided government since 
2007, with the Democratic Party of Japan controlling the Upper 
House and the Liberal Democratic Party controlling the Lower 
House — thus requiring a two-thirds vote in the House of Represent- 
atives to override opposition by the House of Councillors on con- 
troversial pieces of legislation. 

Moreover, Japan’s bureaucracy seems to have lost its way, and 
few, if any, politicians of either party have demonstrated any abil- 
ity to successfully lead Japan in meeting current challenges. 

Nevertheless, Japan will likely hold general elections by this 
September. With the Aso Cabinet’s approval rating at 20 percent 
and published support for the DPJ, or the Democratic Party, ahead 
of the Liberal Party by 10-20 percent, depending on the pollster 
you talk to, the ruling party faces the real prospect of losing control 
of the government for only the second time in post-war history. 

How the DPJ might govern, especially on foreign policy remains 
an open question. DPJ’s draft 2009 policy statement, which will 
form the basis for its campaign pledges, will include “proposals 
that may give rise to friction between Japan and the United States. 
It calls for a drastic review of the Status of Forces Agreement and 
a withdrawal of the Maritime Self Defense Force from its mission 
in the Indian Ocean,” according to the Asahi Shimbun. 

That said, predicting what policies the Democratic Party of 
Japan would actually implement if in power is particularly difficult 
since the Democratic Party’s Diet members cover the spectrum 
from former socialists to former conservative LDP members. 

In previous periods of Japanese history, when faced with the 
enormous challenges of catching up with the West or rebuilding Ja- 
pan’s war-torn nation, Tokyo rose to the occasion by forging a dura- 
ble consensus on how to respond. Forging consensus regarding the 
construction of a modern state or rebuilding after war, however, is 
likely far easier than reaching broad agreement on accommodating 
relative economic and real demographic declines. 

I believe the U.S. -Japan alliance should remain a pillar as strong 
as ever, and I sincerely hope that Japan will rise to the challenges 
it faces by drawing on the country’s inherent strengths. Whether 
that is likely and how Japan can define its changing role are the 
subjects of today’s hearing. 

[The prepared statement of Mr. Faleomavaega follows:] 
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COMMITTEE ON FOREIGN AFFAIRS 
U.S. HOUSE OF REPRESENTATIVES 
WASHINGTON, D.C. 20515 


STATEMENT OF 

THE HONORABLE ENI F.H. FALEOMAVAEGA 
CHAIRMAN 


before the 

SUBCOMMITTEE ON ASIA, THE PACIFIC AND THE 
GLOBAL ENVIRONMENT 


Japan’s Changing Role 
June 25, 2009 


Japan remains as America’s most important and key ally in the Asia Pacific 
region, the world’s second largest economy and home to many of the world’s best 
companies and most advanced technologies. The country’s importance to the United 
States was underscored by Secretary of State Hillary Clinton when she made Tokyo her 
first overseas stop, and by President Obama when he accorded Prime Minster Aso the 
Administration’s first official visit by a foreign leader. 

During the Prime Minister’s visit, and echoing earlier coimncnts made by 
Secretary Clinton at her confirmation, the President said that, “The alliance that we have 
is the cornerstone of security in East Asia. It’s one that my Administration wants to 
strengthen.” 

Despite such sentiments, however, Japan receives scant attention from the rest of 
the executive branch and Capitol Hill - with the possible exception of this Subcommittee. 

To a degree, Japan’s low profile can be viewed positively. After all, it was not so 
long ago that Japan repeatedly made the headlines for its unfair trade practices and its 
alleged threats to U.S. interests and economic preeminence, 

There is a perception by some pundits and experts that Japan’s role seems to have 
diminished regionally and globally. Japan’s stagnant economy and politics - especially 
when contrasted with China’s vibrant growth, growing confidence on the world stage and 
military modernization, in my view - contribute greatly to this perception. 

Indeed, Beijing has become ever more central to Washington’s debates on key 
problems confionting this country, from the global financial crisis to climate change, and 
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from North Korea’s provocations to Pakistan’s instability, and the current crisis in 
Darfur, Sudan. 

To address these and other issues, the Obama Administration has announced it 
will hold its first cabinet-level Strategic and Economic Dialogue with China at the end of 
next month. Commonly known as “S&ED,” a successor to a Bush Administration 
initiative, it will provide an ongoing channel for talks between officials at the highest 
level, from Presidents Obama and President Jintao Hu, Secretary of State Clinton and 
State Councilor Dai, Treasury Secretary Geithner and Vice Premier Wang, to a host of 
other senior officials. The regularity of the S&ED and the high level of its participants, 
coupled with China’s dynamism, will keep the U.S. -China relationship in the forefront. 
Let me note here that sometime next month, this Subcommittee plans to hold a hearing on 
the S&ED. 

Japan’s struggle to define its role reflects the real, immediate and consequential 
challenges it faces. Japan today is one of the world’s oldest countries, with those over 65 
years of age exceeding 2 1 percent of the population. It is estimated that by 2050, the 
number will approach 40 percent of that country’s population. 

In response to its demographic and economic challenges, as well as other 
problems, Japan has been searching for answers. In 2003, for example, then Chief 
Cabinet Secretary - and subsequently, Prime Minister- Yasuo Fukuda commissioned a 
major Japanese think tank to assess how the country should adjust to its decline to so 
called “middle power” status. 

Now, I have no doubt that Japan will remain a critical ally of the United States 
and an important global player, despite the challenges she is now confronting. 

Of course, Japan could take some obvious steps to minimize its demographic 
problems. I suspect, however, that one such step - Tokyo opening itself to a large influx 
of immigrants - may never be an acceptable option. And another -promoting larger 
families - lias been attempted, albeit modestly, by the government, but has achieved no 
discernible results, Providing women greater opportunities in the workplace would 
increase the country’s labor force, but efforts to make the significant social change 
necessary to have a real impact in this area have never gained the requisite fraction. 

A couple of observations regarding U.S. -Japan relations are worth noting. The 
number of Japanese students studying in the United States declined from 45,000 in the 
1 994/95 academic year to 35,000 in the 2006/07 year - even as the numbers from other 
countries have increased tremendously. For example, there are now more than 85,000 
Indians, 70,000 Chinese and 70,000 South Koreans studying here. About 500,000 foreign 
students study in American colleges and universities - probably the largest contingent of 
foreign students in the world studying in another country’s colleges and universities. I 
am glad that we are doing a lot better in providing student visas so students from all over 
the world are welcome to study in our universities. 
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Security ties between Japan and the United Slates, of course, remain ciose, and 
they have been revitalized over the years, partly as a result of the work of some of our 
witnesses today. In a welcome development last month, Japan’s Ambassador to the 
United States offered the Government of Japan’s first apology over the Bataan Death 
March, That’s a real significant development given the fact that in 1942 some 60,000 
Filipino and 12,000 American soldiers were put on a forced march by Japanese soldiers, 
and tremendous numbers of brutalities and atrocities were committed against the 
Filipinos and Americans soldiers. I was pleased to hear that the Japanese ambassador 
made his formal apology in front of the 73 American survivors of the Bataan Death 
March in ceremonies held recently. 

Meanwhile, prudence on the part of Tokyo, and close cooperation with the United 
States are absolutely essential as Japan responds to North Korea’s provocations and as 
Tokyo’s concerns over China’s prominence economically as well as in terms of security 
continue to grow. 

Y et, in a major break from the previous taboo on open discussion of nuclear 
weapons, after the first North Korean nuclear test in 2006, senior Japanese politicians - 
including the current prime minister - called for reconsideration of Japan’s traditional 
non-nuclear policy. In other words, because of the problems in North Korea and the 
threat posed to Japan’s security, views that perhaps Japan should also develop a nuclear 
capability are more openly expressed 

Most observers in the United States believe that extended deterrence makes it 
highly unlikely that Tokyo will produce its own nuclear weapons. As the Congressional 
Research Service recently noted, Tokyo currently does not have the “expertise in bomb 
design, reliable delivery vehicles, an intelligence program to protect and conceal assets 
and sites for nuclear testing,” This does not mean Japan lacks the capacity to produce 
nuclear weapons if it seeks to do so. But if Japan did choose that path, there will be a 
complete shift in the strategic picture affecting the whole Asia Pacific region. 

South Korea, China and Russia are especially concerned about Japan’s nuclear 
intentions. T.ast month, for example, the Chosun Ubo, South Korea’s largest daily 
newspaper, ran an editorial calling on Seoul to develop its own nuclear capability. 
Ostensibly North Korea’s nuclear tests prompted the editorial, but the clear subtext was 
concern over Japan’s nuclear ambitions. 

On June 9, Russia’s Interfax News reported that a Russian Foreign Ministry 
source, hi discussing North Korea’s nuclear test and Japan’s response said, “. . . naturally 
we are getting worried about a certain trend in Japan where there are increasingly loud 
voices calling for a building up of [the country's] own potential at an accelerated pace.” 
Interfax noted that the official was referring specifically to nuclear weapons. 

And in a prominent semi-monthly journal published under the auspices of the 
Chinese Ministry of Foreign Affairs, a featured article said that, “Some people believe 
that the DPRK's possession of nukes will trigger a nuclear arms race, with Japan and 
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[then] the ROK following; if that is so, East Asia will become the region most threatened 
with nuclear war.” 

Chinese, Russian and South Korean concerns about Japan’s nuclear ambitions 
may well be overstated. But sometimes perceptions play a crucial role in policy 
decisions. 

In any case, the challenges Japan faces due to North Korea’s provocations and the 
trajectory of its population and economy are clear and daunting. Japan has had a divided 
government since 2007, with the Democratic Party of Japan controlling the Upper House 
and the Liberal Democratic Party controlling the Lower House, thus requiring a two- 
thirds vote in the House of Representatives to override opposition by the House of 
Councillors to controversial pieces of legislation. 

Moreover, Japan’s bureaucracy seems to have lost its way, and tew, if any, 
politicians of either major party have demonstrated any ability to successfully lead Japan 
toward meeting current challenges. 

Nevertheless, Japan will likely hold general elections by this September, With the 
Aso cabinet’s approval rate at 20% and public support for the DPJ ahead of the T.DP by 
10-20% (depending on the pollster), the ruling party faces the real prospect of losing 
control of the government for only the second time in post-war history. 

How the DPJ might govern, especially on foreign policy, however, remains an 
open question. The DPJ’s draft 2009 policy statement, which will form the basis for its 
campaign pledges, will include “proposals that may give rise to friction between Japan 
and the United States, such as a drastic review of the Status of Forces Agreement and the 
withdrawal of the Maritime Self-Defense Force from its mission in the Indian Ocean," 
according to the Asahi Shimbun. 

That said, predicting what policies the DPJ would actually implement if in power 
is particularly difficult since the DPJ’s Diet Member s cover the spectrum from former 
socialists to former conservative LDP members. 

In previous periods of Japanese history, when faced with the enormous challenges 
of catching up with the West or rebuilding Japan’s war-tom nation, Tokyo rose to the 
occasion by forging a durable consensus on how to respond. 

Forging consensus regarding the construction of a modem state or rebuilding after 
war, however, is likely far easier than reaching broad agreement on accommodating 
relative economic - and real demographic - decline. 

I believe the U.S.-Japan alliance should remain a pillar of strength for both 
countries. And I sincerely hope that Japan rises to the challenges it faces by drawing on 
its many inherent strengths. 
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Whether that is likely and how Japan can define its changing role are the subjects 
of today’s hearing. 
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Mr. Faleomavaega. I want to note with interest that we have 
a panel of some very distinguished scholars and former leaders who 
have worked in previous administrations, and at this time I would 
like to introduce our distinguished members of the panel. We have 
with us Dr. Joseph Nye, the university distinguished service pro- 
fessor and former dean of the Kennedy School of Government at 
Harvard University. He received his bachelor’s degree summa cum 
laude from Princeton University in 1958, did postgraduate studies 
at Oxford University on a Rhodes Scholarship, and has a doctorate 
in political science from Harvard University. 

He joined the Harvard faculty in 1964, and last year, a poll of 
2,700 international relations scholars listed him as one of the six 
most influential of the past 20 years, and the most influential in 
American foreign policy. It’s a tremendous honor and opportunity 
for this subcommittee to host you, Professor Nye. He’s an author 
of several books and has written well over 150 articles in just about 
every noted national magazine, and of course our national news- 
papers. He is a fellow in the American Academy of Arts and 
Sciences, the British Academy, American Academy of Diplomacy, 
and just a whole range of things. Welcome, Professor Nye. 

Michael Green is a senior advisor and holds the Japan chair at 
the Center for Strategic and International Studies, as well as being 
an associate professor of international relations at Georgetown 
University. He served as Special Assistant to the President for na- 
tional security affairs and senior director for Asian affairs on the 
National Security Council from January 2004 to December 2005. 

He joined the National Security Council in 2001 specializing in 
Asian affairs, responsible for Japan, Korea, Australia and New 
Zealand. Assistant professor of Asian studies at Johns Hopkins 
University. Received his bachelor’s degree from Kenyon College 
with highest honors, received his master’s and doctorate from the 
Johns Hopkins University, and did graduate work at Tokyo Univer- 
sity on a Fulbright, and a whole wealth of experience I must say. 

Mr. Calder currently is the director of the Edwin Reischauer 
Center for East Asian Studies at SAIS. Received his bachelor’s de- 
gree with honors from the University of Utah, both his master’s 
and doctorate from Harvard University. Expertise on Japan’s do- 
mestic politics and Asia Pacific security relations, and Japan’s po- 
litical economy. Of course, he also published a lot, articles both in 
periodicals and newspapers, and also several books. Also was spe- 
cial advisor to the U.S. Ambassador to Japan, advisor to the Assist- 
ant Secretary for East Asian Affairs, including Korea. And I think 
I will stop at that. 

Arthur Alexander’s experience includes 10 years as president of 
the Japan Economic Institute, specializing in Japanese economics. 
Was a staff member at the Rand Corporation, advisor and consult- 
ant to a wide range of industry and government clients, teaching 
in major universities, and publications in academic journals, maga- 
zines and newspapers. His most recent books on the Japanese 
economy include, “In the Shadow of the Miracle and the Arc of Ja- 
pan’s Economic Development.” 

Dr. Alexander joined the Japan Economic Institute as president 
in 1990. He has conducted research directly for the American and 
Japanese Governments and the World Bank and private compa- 
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nies. Graduated from MIT, or the Massachusetts Institute of Tech- 
nology, with a degree in engineering and industrial management. 
Had a stint with the U.S. Army. He then received his master’s de- 
gree in economics from the London School of Economics and his 
doctorate from the Johns Hopkins University. 

Gentlemen, I really appreciate your presence, and I am sure that 
my colleagues will be joining me shortly. As you know we have had 
some very interesting votes in the past couple of days. We haven’t 
reached 100 votes yet, but we will be getting there between now 
and tomorrow. But I would like to have our panel now offer their 
statements. And by the way, without objection, all of your state- 
ments will be made part of the record. So maybe we could start 
with Professor Nye. 

STATEMENT OF JOSEPH NYE, JR., PH.D., UNIVERSITY DISTIN- 
GUISHED SERVICE PROFESSOR, SULTAN OF OMAN PRO- 
FESSOR OF INTERNATIONAL RELATIONS, HARVARD UNI- 
VERSITY (FORMER DEAN OF THE JOHN F. KENNEDY 

SCHOOL OF GOVERNMENT) 

Mr. Nye. Thank you, Mr. Chairman. As you know, next year 
marks the 50th anniversary of the U.S. -Japan security treaty that 
has been a central feature of stability in East Asia for half a cen- 
tury. And the current domestic political uncertainty and realign- 
ment in Japanese politics that you describe could last for several 
years and cause friction in the alliance. 

Indeed, some people might even ask if this could be the begin- 
ning of the end of the alliance. I think not. In fact if one looks back 
and compares the situation today with 15 years ago, the alliance 
is stronger rather than weaker. As you mentioned, in the early 
1990s many Americans regarded Japan as an economic threat, 
many Japanese considered a United Nations rather than a United 
States-centered approach as an alternative to their national secu- 
rity. Some people in both countries saw the security alliance as a 
Cold War relic to be discarded. 

These trends were reversed by the Clinton administration’s 1995 
East Asian Strategy Report, which invited China’s participation in 
international affairs but hedged against uncertainty by reinforcing 
our alliance with Japan. In 1996, the Clinton-Hashimoto declara- 
tion stated that the U.S. -Japan security alliance was the founda- 
tion for stability that would allow growing prosperity in a post-Cold 
War East Asia. As I said when I was then serving in the Pentagon, 
we wish to see a stable triangle with good relations on all three 
sides between the United States, Japan, and China. But the tri- 
angle would not be equilateral because our relationship with Japan 
rested on alliance. 

That approach has continued on a bipartisan basis in the United 
States, and despite electoral maneuvering, polls show that it still 
has broad acceptance in Japan. Most close observers of the rela- 
tionship agree that the U.S. -Japan alliance is in much better shape 
now than it was 15 years ago. Nonetheless, the alliance faces three 
major challenges in a new external environment that could create 
problems in the next few years. 

One is the violation by North Korea of its promises and its with- 
drawal from the nonproliferation treaty and now from the Six- 
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Party Talks. Second is China’s economic growth at over 10 percent 
per year, slowing to 6 or 7 percent in the current crisis, but its 
even more rapid growth in military expenditures of nearly 17 per- 
cent a year. Third is the rise of new range of transnational threats 
to vital national interests such as climate change and pandemics. 

Let me describe briefly each of these in turn. North Korea’s re- 
cent behavior has been clever, deceptive, and outrageous. It has 
violated its agreements, realizing that China, the country with the 
greatest potential leverage, is concerned about the potential col- 
lapse of North Korea regime and chaos on its borders. Call that the 
power of the weak. At the same time, Pyongyang realizes that the 
United States and Japan are not well placed to use force against 
it. 

Japan is concerned that it not be subject to nuclear blackmail 
from North Korea or China, and relies on the American extended 
nuclear deterrent. Ironically, Japan is internally torn between its 
desire to see a non-nuclear world, and thus its endorsement of that 
objective, and the concern of the defense experts that if the United 
States decreases its nuclear forces to parity with China the credi- 
bility of American extended deterrence will be weakened and Japan 
will suffer the consequences. 

It is a mistake, however, to believe that extended deterrence de- 
pends on parity in numbers of nuclear weapons. Rather, it depends 
on a combination of capability and credibility. During the Cold 
War, the United States was able to defend Berlin because our 
promise to do so was made credible by the high stakes, the NATO 
alliance, and the presence of American troops, that made the cou- 
pling of a Soviet attack from American casualties impossible. 

The best guarantee of American extended deterrence for Japan 
remains the presence of nearly 50,000 American troops, which 
Japan helps to maintain with generous host nation support. Credi- 
bility is also enhanced by joint projects like the development of re- 
gional ballistic missile defense. Equally important are American ac- 
tions that show the high priority we give to the alliance and the 
guarantees that we will not engage in what Japan fears will be 
Japan passing in our relations with Asia. That is why it is so im- 
portant that the Secretary of State Clinton’s first trip, as you men- 
tioned, was to Asia, and the first stop in Japan. It is also why it 
is mistaken to speak of a formal G2 with China rather than multi- 
lateral cooperation. 

The second point I want to address is the dramatic rise of the 
Chinese power. The Chinese economy has provided an important 
trade partner for Japan, but the concurrent growth of Chinese 
power makes Japan nervous. When we were renegotiating the 
U.S. -Japan security alliance in the 1990s, Japanese leaders would 
sometimes privately ask me if the United States would desert 
Japan in favor of China. I responded then, and continue to hold the 
belief today, that there is little prospect of such a reverse of alli- 
ances for at least two reasons. First, China poses a potential threat 
while Japan does not. Second, we share democratic values with 
Japan, and China is not a democracy. 

Moreover, China’s internal evolution remains uncertain. While 
more Chinese are more free today than any time in their history, 
political evolution has failed to match economic progress, and 
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China is far from free. Unlike India, China has not yet solved the 
problem of political participation. There is always a residual dan- 
ger that China will slip into competitive nationalism in the face of 
domestic problems. 

At the same time, it is in the interest of the United States, 
Japan, and China that China’s rise be peaceful and harmonious, in 
the words of Chinese leaders. That is why the strategy of integra- 
tion plus a hedge against uncertainty makes sense for both the 
United States and Japan. In the words of Robert Zoellick, now 
World Bank President, it is in our interest to welcome the rise of 
China as a responsible stakeholder. 

If by some mishap, China does turn aggressive, we will find that 
Asia contains other countries, such as India, Australia, as well as 
Japan, that would balance its power. But it would be a mistake to 
turn to containment under current circumstances. As I have said 
over many years, if we treat China as an enemy, we guarantee en- 
mity. Integration plus a hedge against uncertainty is a better ap- 
proach. Indeed, there are strong grounds for the United States, 
Japan, and China to engage in areas of trilateral and other region 
cooperation. 

The third problem or challenge I want to address is the challenge 
of new sets of transnational problems such as health pandemics, 
terrorism, and outflows from failed states. But chief among these 
challenges is the damage that can be wreaked by global warming, 
where China has now surpassed the United States as the leader 
overall, but not per capita, as a producer of carbon dioxide. Fortu- 
nately, this is an area that plays to Japan’s strengths. 

Some Japanese complain about the unequal nature of our alli- 
ance in the traditional security field because of the limits that 
Japan has accepted on the use of force. But in these new areas, 
Japan is a more equal partner. Japanese overseas development as- 
sistance in places ranging from Africa to Afghanistan, Japanese 
participation in global health projects, Japanese support of the 
United Nations, Japanese naval participation in anti-piracy oper- 
ations, and Japanese research and development of more efficient 
uses of energy are all at the forefront in dealing with these new 
transnational challenges. 

In April, Prime Minister Taro Aso outlined three goals in what 
he called Japan’s strategy — future. One, Japan should devote to 
use its technologies to lead the world in a low-carbon emission rev- 
olution. Two, Japan should be a global partner in creating a society 
of vitality, good health, and longevity. And three, Japan should ex- 
ercise its soft power. Others such as Asahi Shimbun editor Yoichi 
Funubashi have called for a strategy in which Japan becomes a 
global civilian power. 

Fortunately, these attitudes fit closely with the priorities that 
have been articulated by the Obama administration. In conclusion, 
it is important that the United States and Japan, the world’s two 
largest economies, not turn inward at a time of crisis. Even though 
domestic political realignment in Japan may cause a period of 
minor frictions in the traditional security agenda, our common in- 
terest is overwhelming, and the alliance is likely to prosper unless 
we handle things very poorly. 
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This will require greater patience and even closer consultation 
between Washington and Tokyo than in the past. On the new agen- 
da there is enormous potential for an equal partnership working 
with others in the provision of global public goods that will be good 
for the United States, good for Japan, and good for the rest of the 
world. In short, I am optimistic about the future of the U.S. -Japan 
alliance. Thank you. 

[The prepared statement of Mr. Nye follows:] 
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Japan is going through a period of uncertainty and realignment in its 
domestic politics. An election is expected before September, and current 
public opinion polls suggest that the long ruling Liberal Democratic Rady 
may be replaced. The opposition Democratic Party of Japan has 
expressed skeptical positions about a number of measures that the 
current government has proposed to reinforce the Japan-U.8, security 
alliance. In addition. North Korea’s detonation of a second nuclear 
device and launching of rockets over Japan has created anxieties that 
lead some observers to wonder whether Japan will reverse Its long 
standing decision not to seek a national nuclear deterrent capability. 

Next year marks the 50 tn anniversary of the U.S. -Japan Security 
Treaty that has been a centra! feature of stability in East Asia for half a 
century The current domestic politics! uncertainty and realignment couic! 
last for several years, and cause friction in the alliance. Could it be 
coming to an end"' i think not. in fact, if one looks back ana compares 
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the situation today with 15 years ago. the alliance is stronger rather than 
weaker. 

in the early 1990s, many Americans regarded Japan as an economic 
threat, and many Japanese were considering a United Nations rather 
than a United States centered approach to their national security. Some 
people in both countries saw the security alliance as a Cold War relic to 
be discarded. These trends were reversed by the Clinton 
Administration's 1995 East Asia Strategy Report which invited China’s 
participation in international affairs, but hedged against uncertainty by 
reinforcing our alliance with Japan. 

in 1998, the Clinton-Hashimoto Declaration stated that the US — 
Japan security alliance was the foundation for stability that would allow/ 
growing prosperity in a post-Cold War East Asia. As I said when ! was 
then serving in the Pentagon, we wished to see a stable triangle with 
good relations in all three sides between the US, China, and Japan, but 
the triangle would not be equilateral because our relationship with Japan 
rested on alliance. That approach has continued on a bipartisan basis in 
the United States, and despite electoral maneuvering, polls show that it 
still has a broad acceptance in Japan. Most close observers of the 
relationship agree that the U.S. -Japan alliance is in much better shape 
today than it was 1 5 years ago. 

Nonetheless, the alliance faces three major changes in a new 
external environment that will produce challenges over the next few 
years. One is the violations by North Korea of its promises and 
withdrawal from the Nuclear Non-Proliferation Treaty (and now from the 
Six Party Talks). Second, is Chinese economic growth at over 10 per- 
cent per annum ( slowing to 6 or 7 percent in the current crisis) and even 
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more rapid growth in military expenditures of near 17 per cent. Third, is 
the rise of a new range of transnational threats to vital national interests 
such as climate change and pandemics. 

North Korea's recent behavior has been ciaver, deceptive and 
outrageous, it has violated its agreements, realizing that China, the 
country with the greatest potential leverage, Is concerned about the 
potential collapse of the North Korean regime and chaos on its borders. 
Cali it the power of the weak. At the same rime. Pyongyang realizes that 
the United -States and Japan are not well placed to use force against it. 
Japan is concerned that it not be subject to nuclear blackmail from North 
Korea (or China] and relies on the American extended nuclear deterrent. 
Ironically, Japan is torn between its desireflo see a non-nuclear world 
(and thisf its endorsement of that objective), and the concern of defense 
experts that if the U.S, decreases its nuclear forces to parity with China, 
the credibility of American extended deterrence will be weakened and 
Japan will suffer the consequences. 

it is a. mistake, however, to believe that extended deterrence depends 
on parity in numbers of nuqfear weapons. Rather it depends on a 
combination of capability and credibility. During the Cold War, the United 
States was able to defend Berlin because our promise to do so was 
made credible by the high stakes, the NATO alliance, and the presence 
of American troopMhat made decoupling of a Soviet attack from 
American casualties impossible. The best guarantee of American 
extended deterrence over Japan remains the presence of nearly 50,000 
American troops (which Japan helps to maintain with generous host 
nation support). Credibility is also enhanced by joint projects like the 
development of regional ballistic missile defense. Equally important are 
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American actions that show tire high priority we give to the alliance and 
guarantees that we will not engage in what Japan fears will be “Japan- 
passing” in our relations with Asia. That is why it was so important that 
Secretary of State Clinton's first trip was to Asia, and her first stop in 
Japan. It is also why it is mistaken to speak of a formal G-2 with China 
rather than multilateral cooperation. 

The dramatic rise of the Chinese economy has provided an Important 
trade partner for Japan, but the concurrent growth of Chinese power 
makes Japanese nervous. When we were re- negotiating the U.S. - 
Japan security alliance in the 1990s, Japanese leaders would 
sometimes privately ask me if the United States would desert japan in 
favor of China, i responded than (and today) that there is little prospect 
of such a reversal of alliances for two reasons. First, China poses a 
potential threat while Japan does not. Second, we share democratic 
values with Japan and China is not a democracy. 

Moreover, China’s interna' evolution remains uncertain. While more 
Chinese are more free today than any time in their history, political 
evolution has failed to match economic progress and China is far from 
free. Unlike India, China has not solved the problem of political 
participation. There is always a residual danger that China will slip into 
competitive nationalism In the face of domestic problems. At the same 
time, it is in the interest of the U 5., Japan, and China that China's rise 
be peaceful and harmonious (in the words of their leaders). That is why 
the strategy' of integration plus a hedge against uncertainty makes sense 
for both the U.S. and Japan, in the words or Robert Zoellick, it is in our 
interests to welcome the rise of China as a "responsible stakeholder." if, 
by some mishap, China does turn aggressive, it will find that Asia 
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contains others such as India and Australia as well as Japan that would 
contain its power'. But It would be a mistake to turn to containment under 
current circumstances. If wet treat China as an enemy, we guarantee 
enmity. Integration plus a hedge against uncertainty is a better 
approach. Indeed, there are strong grounds for the U.S., Japan, and 
China to engage in areas of trilateral and other regional cooperation. 

Third, the Li S -Japan alliance will have to face the challenge of a new 
set of transnational challenges to our vital interests such as health 
pandemics, terrorism, and outflows from failed states. Chief among 
these challenges is the damage that can be wreaked by global warming 
where China has now surpassed the United States as the leader overall 
(but not per capita) producer of carbon dioxide. Fortunately, this is an 
area that plays to Japan’s strengths. 

Some Japanese complain about the unequal nature of our alliance in 
the traditional security field because of the limits that Japan has 
accepted on the use offeree, but in these new areas, Japan is a more 
equal partner, Japanese overseas development assistance in places 
ranging from Africa to Afghanistan, Japanese participation in global 
health projects, Japanese support of the United Nations, Japanese 
naval participation in anti-piracy operations, and Japanese research and 
development on more efficient uses of energy are ail at the forefront in 
dealing with the new transnational challenges. In April. Prime Minister 
Taro Aso outlined three goals in wtsal he called Japan's "Strategy to 
Create the Future:" (1) Japan should use Its technologies to lead the 
world In a low-carbon emission revolution; (2) Japan should be a global 
partner in creating a society of vitality, good health, and longevity: (3) 
Japan should exercise its "soft power." Others, such as Asahi Shirnbun 
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editor Yoicni Funibash; have called for a strategy in which Japan 
becomes a global civilian power. Fortunately ; these attitudes fit doseiy 
■with the priorities that have been articulated by the Obama 
Administration. 

it is important that the U.S. and Japan, the 'world's two largest 
economies, not turn inward in a time of crisis. Even though domestic 
political realignment in Japan may cause a period of minor frictions in 
the traditional security agenda., our common interest Is overwhelming 
and the alliance is likely to prosper unless we handle things very poorly. 
This will require greater patience and even closer consultation between 
Washington and Tokyo than in the past. Or the new agenda, there is 
enormous potential for an equal partnership, working with ethers, in the 
provision of global public goods which will be good for the United States, 
good for Japan, and good for the rest of the world, in short, i arn 
optimistic about the future of the U.S, ** Japan alliance. 
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Mr. Faleomavaega. Thank you, Professor. Before we hear from 
Dr. Green, I would like to acknowledge the presence of one of our 
senior members of the Foreign Affairs Committee, my good friend, 
the gentleman from California, and I would like to ask him if he 
has an opening statement that he would like to make. 

Mr. Rohrabacher. Is this microphone on? I guess it is. I will 
make this very brief. I apologize for being late, two hearings at the 
same exact moment, one on Afghanistan, one on Japan, and so you 
can imagine that this is back and forth. 

Mr. Faleomavaega. Well, we appreciate your coming. 

Mr. Rohrabacher. I was down at the Afghan hearing. Let me 
just note that I lived in Japan as a young boy. I was 9 years old, 
I lived there with my father who was a Marine pilot, flew out of 
Ivukuni, and I traveled throughout Japan. And at that time Japan 
was just a poverty stricken country and people were basically living 
in the rubble of World War II, that was back in the mid-1950s. 
Japan has since built itself up into a world power again, as they 
were before the Second World War. 

And I think that none of us should ever ignore the fact that this 
was such a huge accomplishment for these people, to have taken 
a country that was totally destroyed in the mid-1940s, and build 
an economy that is just a shining example of enterprise and pro- 
ductivity to the entire world. What unfortunately I think has hap- 
pened, the Japanese while just absolutely committed to being 
friends with the United States and never going through this type 
of horrible war that they had, that the Japanese have become to- 
tally so committed that they have been taken for granted by the 
United States. 

Their prosperity has been taken for granted, and the fact that 
every time we get involved in a problem, although they are not pro- 
viding military support, Japan is the number one country to back 
up the United States when we are engaged in different conflicts 
and different projects around the world. And over and over and 
over again the Japanese have stood with us, but yet I think deci- 
sion makers in Washington take that for granted. 

Well, we shouldn’t take that for granted and we should make 
sure the people of Japan and the Government of Japan knows that 
we deeply appreciate their friendship and that we admire them as 
a people for what they have done and the incredibly peaceful job 
they have done in rebuilding their country and building up a peace- 
ful force in the world. Because when they get involved, they basi- 
cally send aid. They send aid, I remember in Cambodia right after 
the Khmer Rouge were thrown out and during the time period 
when they had their first election, that was about 20 years ago, the 
Japanese sent in $1 billion worth of aid to Cambodia. And it was 
tremendous. 

So with that said, one last note, I think any American strategy 
for the future has to be based on a partnership with Japan, and 
perhaps with India as well, and perhaps with Russia as well. And 
I would hope that we use our good offices to bring about a better 
relationship between Russia and Japan, which I would be very in- 
terested in hearing the opinions of the panel on that. So thank you, 
Mr. Chairman, I am looking forward to hearing the rest of the tes- 
timony. 
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Mr. Faleomavaega. I thank the gentleman from California. I 
might also note with interest that I too have a tremendous love 
and affection for the Japanese people, I guess primarily because I 
have a relative who was a sumo wrestler in Japan. He wrestled 
under the name Konishiki. And you probably have heard of 
Konishiki. He only weighed 560 pounds and attained the second 
highest ranking as an ozeki. And of course I also knew other fellow 
Polynesian sumo wrestlers like Akebono, who became yokozuna, 
and also Musashimaru, who also became yokozuna. 

Unfortunately, they are not recruiting Polynesian sumo wrestlers 
now. They are going to Mongolia now to get sumo wrestlers. But 
I hope that maybe in the future we might have a change. I also 
want to note that growing up in Hawaii, I have a tremendous love 
for Japanese samurai movies. My favorite hero is Zatoichi, the 
blind swordsman who can kill 200 people all by himself. But I just 
wanted to note that. 

Mr. Rohrabacher. Mr. Chairman, if you would indulge me for 
one moment, I would have to admit that Godzilla is my favorite 
Japanese character, but it is more important than that in terms of 
the culture that we are talking about that I would like to brag 
about the many Japanese surfers that are surfing in California. We 
actually have more sushi chefs in California than they do in Japan, 
and they all come to my district, and they are sushi chefs at night, 
which we are grateful for, and they are surfers during the day. 

And they are great surfers I might add as well, Japanese surfers 
are terrific. So there are a lot of cultural ties that bind us together 
today. But of course our relationship again goes beyond appre- 
ciating that culture and appreciating these people and their hard 
work and their striving for excellence, which is something that I 
admire deeply. But it goes beyond that, it goes to the fact that they 
are incredibly important partners of the United States, partners 
that sometimes are taken for granted. 

Mr. Faleomavaega. I thank the gentleman from California. And 
in another note of interest, just last week a special ceremony was 
held in Japan for the retirement of the first foreign sumo wrestler 
to have had his own stable, the famous Hawaiian wrestler 
Takamiyama Daigoro, who just retired last week. I tried very hard 
to go to Japan and to pay my respects because he was the one who 
trained all these other Polynesian sumo wrestlers who followed 
him. 

Takamiyama’s American name was Jesse Kuhaulua, a native of 
Hawaii, a fellow from Maui. But at any rate, I am sorry, I didn’t 
mean to digress, but I just wanted to let the panel know we know 
something about Japan besides Aikido and Karate. 

Professor Green, please. 

STATEMENT OF MICHAEL J. GREEN, PH.D., SENIOR ADVISER 

AND JAPAN CHAIR, CENTER FOR STRATEGIC AND INTER- 
NATIONAL STUDIES, ASSOCIATE PROFESSOR, GEORGETOWN 

UNIVERSITY SCHOOL OF FOREIGN SERVICE 

Mr. Green. Thank you, Mr. Chairman. Thank you, Congressman 
Rohrabacher. I actually first discovered Japan as a small boy from 
my dad who went there as a Marine, and last week I took my 2- 
year-old son for the first time to Japan, and we went to a sumo 
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beya, and since we have been back he has been crouching around 
the house trying to wrestle the dogs. My wife and I are unsure now 
whether he is going to be a Marine, a professor, or a sumo wrestler 
when he grows up, maybe all three. 

I appreciate what Congressman Rohrabacher said about the im- 
portance of Japan, the impressive accomplishments of Japan. Poll- 
ing data in the U.S. suggests the American public gets it. The most 
recent poll, about 2 weeks old, shows 80 percent of Americans say 
Japan is a reliable ally. That is right up there toward Australia, 
Britain, and much longer standing alliance relationships, and real- 
ly quite remarkable considering that 20 years ago those polls had 
the American public more afraid of Japan than of Soviet nuclear 
weapons. So we have come a long way in 20 years. 

And in Japan, 78 percent of the Japanese in a recent poll said 
that the alliance with us is important to them, which is the highest 
number in three decades. So the public gets it. I think they get it 
because of common values and interests, and they get it because 
the rise of Chinese power for both of us makes this alliance more 
important, not less important. One more reason I think we are in 
strong shape is because we have had bipartisan support and efforts 
to strengthen this alliance. Enormous credit should go to Joe Nye, 
who as Assistant Secretary in the mid-90s started this process of 
revitalizing the alliance. 

When I was in the Bush administration, 5 years in the NFC, we 
very self consciously modeled what we did on that start, and I am 
pleased to see that Secretary Clinton and the State Department 
are continuing that bipartisan tradition of strengthening the alli- 
ance at a time of uncertainty in the region. All of that said, there 
are a lot of voices out there arguing that Japan is a wasting asset, 
that perhaps we should stop asking so much of Japan, maybe 
Japan should just be a middle power, whatever that is. 

And I would argue this is not the time to be lowering our ambi- 
tions or dialing down our sense of the strategic importance of 
Japan, and in my brief comments I want to try to highlight some 
of the strengths that are apparent in Japan’s world role, in spite 
of the many complications that the chairman talked about in eco- 
nomics, in security, and in what we might call soft power. 

In the economy, the numbers are dire. I expect Arthur Alexander 
will go through some of them. Exports in February were down al- 
most 50 percent from the year before. GDP growth figures for the 
first quarter of 2008 were the worst in 35 years, and Japan has a 
debt-to-GDP ratio of 170 percent. That is pretty bad news, and 
compared to where Japan was 10 or 20 years ago, it is delicious 
headlines for the press to describe how the mighty have fallen. 

But I think you need to peel beneath that and look at some of 
the core strengths. For example, Toyota still has cash reserves of 
$34 billion, and that is after posting a loss. Their new Prius which 
went on sale last month has 180,000 orders, that is 18 times what 
they originally projected for the first month. Sharp, which makes 
liquid crystal displays, opened a new factory, and in the midst of 
this recession they still can’t keep up with all the demand. Robotics 
in Japan, the market is expected to grow to $30 billion by next 
year and to double every decade after that. 



24 


So there are problems to be sure, but there are some real core 
strengths, especially in technology, that make Japan a valuable 
ally and player in the world. And the issue of debt is also impor- 
tant to put in perspective: $170 billion debt-to-GDP, we are head- 
ing in that direction ourselves, but in Japan’s case, the vast major- 
ity of that is bond debt issued to the Japanese people. In terms of 
external debt, they rank much, much lower. 

On the security side, as the chairman noted, the diet is a mess, 
the political realignment process as Professor Nye said could take 
years, there is an election coming up this summer. I could spend 
20 minutes spelling out for you the scenarios; we don’t know what 
a Democratic Party would actually do, would it follow through on 
its pledges to have a review of our Status of Forces Agreement? I 
doubt it. But how they get out of those campaign pledges will be 
messy. 

Even if the LDP wins, they will lose the two thirds majority they 
have needed in the lower house to push bills through, so they are 
going to be on weak ice, and there is a very good chance we will 
need to have another election in a year to sort this all out. But if 
you look at what Japan is doing on the ground in security, there 
are some very impressive and unprecedented developments. 

In March, Japan stood up the first joint operational command 
under a three-star Air Force general to deal with potential incom- 
ing North Korean missiles. He had authority to shoot, he didn’t 
have to go to the diet, he didn’t have to go to the Prime Minister, 
first time ever. And then in April the Japanese set up the first 
joint operational command overseas, this time in Djibouti to assist 
with anti-piracy operations. 

And just last week the diet passed a bill which allows the Japa- 
nese ships to fire on pirates, not only to protect their own ships but 
to protect third country ships, which close observers see as a very 
important step toward what we call collective defense, which would 
mean that Japan could actually do a lot more in a coalition with 
Australia or with us. And all of this is happening in spite of the 
confusion in the diet. 

Finally, there is a lot of discussion, and maybe we will get into 
it, about Japan’s difficult problems on history, not only the Bataan 
Death March but issues with China, with Korea. It is difficult, 
there is no question about it, but it would be a mistake to argue 
that because of this Japan is isolated. The poll numbers are pretty 
clear, the BBC has surveyed people around the world every year 
for 3 years, and they have asked, What country do you respect the 
most in the world? Japan has come in first or tied for first every 
year. 

Recently there was a poll on the soft power, the Chicago Council 
on Global Affairs took Joe Nye’s concept and found a way to meas- 
ure in Asia, you know, how much influence countries have dip- 
lomatically, culturally, economically. We won, we came in first in 
every category, the United States, and Japan came in second across 
the region. So there are some real core sources of good will for 
Japan, not only around the world but in Asia, despite the difficul- 
ties over history. 

As a whole, what this says to me is, Don’t underestimate Japan. 
Don’t do what we did 20 years ago when we thought Japan would 
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overtake the United States and become an enemy, don’t now under- 
estimate them. There are enormous potential sources of power and 
influence that will continue to make Japan an important partner. 
We need to take Japan seriously, we need to keep building our alli- 
ance and keep expectations high, because that is how we are going 
to continue building on the successes that began with Joe Nye and 
have continued for three generations. Thank you. 

[The prepared statement of Mr. Green follows:] 
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Mr. Chairman and Members of the Committee, thank you for inviting me to testify 
today on the state of our alliance with Japan. By almost any indicator, the state of the U.S.- 
Japan alliance has never been stronger, in the most recent polling, 76% of Japanese say that 
the alliance with the United States is useful to Japan - the highest level since 1978. Meanwhile, 
80% of the American public say that they consider japan a reliable ally. That is a remarkable 
contrast to twenty years ago when Americans told pollsters they were more afraid of the 
Japanese economy than Soviet nuclear missiles, and when pundits published books with tities 
like "The Coming War with Japan." 

We weathered those difficult years of "japan-bashing" because Americans came to 
understand how important our military bases in Japan are to peace and stability in Asia, and 
how much the international community depends on Japan's active role as the second largest 
contributor to international institutions from the IMF to the United Nations and as a leading 
provider of overseas development assistance. The Japanese people also came to appreciate 
the centrality of the alliance and of shared values with the United States in the face of North 
Korean nuclear and missile provocations and uncertainty about China's rising power, 

it aiso has to be said that our alliance is stronger today because of efforts in both 
Democratic and Republican administrations to ensure that Japan remain the cornerstone of our 
broader engagement in Asia. Rather than decreasing the strategic significance of Japan to the 
United States, China's growing power has made the U.S.-Japan alliance even more important. It 
was this centra! strategic insight that led Joe Nye as Assistant Secretary of Defense in the 
Clinton administration to revitalize the U.S.-Japan alliance in the mid-1990s and then inspired 
Rich Armitage and those of us in the Bush administration to continue building on that 
momentum as we used the confidence of a close U.S.-Japan alliance to buiid a more productive 
relationship with China. As Rich and Joe put it in a report we published at CSIS in February 
2007, "to get China right, you have to get Asia right" -beginning with Japan. And I am 
encouraged to see signs that this bipartisan strategic insight continues to guide foreign policy 
under President Obama, judging from the fact that Secretary Clinton's first trip overseas was to 
Japan and that President Obama's first official working visit in the Oval Office was with Prime 
Minister Aso. 

Yet even with these strong early signals of confidence in japan from the Obama 
administration, there has also been a growing chorus of doubt in the media and think tanks 
about whether we are making the right bet about japan's future. Some people argue we 
should instead shift to a *6-2" in which China would become our most important partner. 

Other critics warn that japan's economic malaise will only get worse. We have also heard 
arguments that Japan's failure to come to grips with difficult historical legacies has left Tokyo 
isolated in Asia, or that political turmoil in Japan should lead the United States to look 
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elsewhere in the region for help on difficult issues like Afghanistan, Within Japan itself, some 
scholars are arguing that it is time for Japan tc, downgrade its ambitions to those of a "middle 
power" in the international system. 

These predictions of irrelevance, paralysis and doom are as uninformed as predictions 
two decades ago that Japan's economy would surpass the U.S. economy by 2005 or that 
Washington should prepare for a future war with Japan. In seme respects it was these inflated 
overestimations of Japanese power that make stones about the "fall of Japan" so tempting for 
the media today. The reality is that the United States and the international community need 
Japan as much as ever and Japan has the national power -and the will - to deliver. However, 
the sources of Japanese power and the nature of Japanese efforts will not be exactly what they 
were a generation ago; nor will Japanese expectations of us remain the same. 

The state of the Japanese economy is a good example of the need for perspective, it is 
true that exports in February 2009 were down 49.4% compared with February the year before. 

It is also true that GDP figures for the final quarter of 2008 were the worst on record in 35 
years. Even powerhouses like Toyota are suffering, with the car company registering a S4.9 
biiiion operating loss for the first quarter of 2009. Add on top of that record Japanese 
unemployment figures and a debt-to-GDP ratio of 170% and Japan truly looks to be in deep 
trouble. 

But then consider some other facts. For example, Toyota still has cash reserves of $34 
billion dollars and received orders for 180,000 of the new Prius when it went on sale last month 
- 18 times the original sales projections. Sharp has opened a brand new LCD factory and still 
cannot keep up with demand, even in the current economic crisis. The Japanese robotic market 
is expected to grow to $30 billion by 2010 and double each decade after that. In short, 

Japanese hi-tech companies went into this economic crisis with enormous strengths and most 
are poised to come out in even stronger competitive positions. 

Moreover, while Japan ranks second in the world in terms of debt to GDP, it is only 
seventh in terms of external debt since the vast majority of bonds are issued to the Japanese 
peopie themselves. In addition, unemployment, while a wrenching new social problem in 
Japan, is still only 5% - by far the lowest of the major industrialized economies. 

We aisG need perspective on Japanese foreign and security policies. The Japanese Diet 
has been tied in knots since the opposition parties took control of the Upper House in July 2007 
elections and the Aso administration has seen its support plummet in advance of Lower House 
elections expected this summer. Yukio Hatoyama and the Democratic Party of Japan have said 
that they support the U.S.-Japan alliance, but have also made noises about demanding a more 
"equal" or "independent" status for Japan, The DPJ opposed the government's decision to 
dispatch Japanese ships to the Indian Ocean in support of counterterrorism operations, as well 
as a U.S.-Japan agreement that would move about half of the U.S. Marines from Okinawa to 
Guam and build a new helicopter base to replace VI CAS Futenma. 
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Frankly, i expect a DPj government would walk away from many of these positions 
because management of the alliance is so central to the credibility of any Japanese 
government. However, the party has made no transition plans for taking power because of 
their internal divisions on security policy and it is not dear how long they would stay in power 
even if they could take the government given those internal contradictions. On the other hand, 
even if the ruling Liberal Democratic Party survives elections this summer, they are virtually 
certain to lose the 2/3 majority they have needed to override the opposition-controlled Upper 
House, 


Japanese politics are a mess, in other words. However, on the broad parameters of 
security and foreign policy, there may actually be more consensus among individual politicians 
in Japan than ever before. The evidence is not in the political fights and positioning in Tokyo, 
but instead in the operations of the Japan Self Defense Forces. This March, for example, Japan 
stood up its first joint operational command to prepare for the North Korean Taepodong missile 
launch. The Japan Air Self Defense Force General in command was given full authority from the 
Prime Minister to engage targets that threatened Japan - without having to go through tedious 
Diet debates. That may sound like an obvious move to us, but it was the first time since the war 
that the Japanese military was given this authority. The SDF and U.S. forces aiso operated with 
virtual jointness throughout that entire episode, by the way, another important development 
that signals the strength of the alliance. 

Then in April, the JSDF established their first independent joint operational command 
abroad - this time in Djibouti to oversee Japanese anti-piracy operations in the Gulf of Aden. 
And last week legislation passed in the Diet that authorizes Japanese ships to use force to 
protect not only Japanese personnel and property, but also those of third countries. This is also 
a first; and it represents a significant step towards the kind of collective defense operations that 
would make Japan a far more effective ally and partner in the future, not only to the United 
States, but to other partners in coalition operations as well. Sixty three percent of Japanese 
citizens polled last week expressed strong support for taking the fight to the pirates. We aiso 
see greater evidence of Japanese strategic outreach in new bilateral security agreements 
reached with Australia and India and in the U.S.-Japan-ROK defense ministerial held in 
Singapore earlier this month. 

The lesson here is that although Japan's economic situation may lead to decreasing 
relative resources, Japan also has untapped capabilities that can make a significant contribution 
to regional and global security. Another lesson is that the Japanese public is far mere acutely 
aware of security threats than ever before. In fact, in a recent poii 69% of Japanese 
respondents said they thought their nation could be involved in a war in the near future. That 
is why the Japanese press and politicians are watching nervously to see whether the Obama 
administration will keep a firm line with North Korea after two years of unilateral U.S. 
concessions to the North that sparked unprecedented debate in Tokyo about the credibility of 
the U.S. extended nuclear deterrent. 
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Finally, we need to keep in perspective the question of Japan's own "soft power." This 
committee has had hearings in the past about japan's difficulty addressing historical issues that 
have caused particularly problems for Tokyo's relations with Beijing and Seoul. However, it is 
worth noting that in three years of worldwide polling by BBC, Japan has consistently come out 
as the most respected country in the world, it is also worth citing the June 2008 Chicago 
Council on Global Affairs "Soft Power" survey that found the rest of Asia sees Japan as second 
only to the United States in the degree of its influence in the region. In short, Japan has good 
standing in the international community; the kind of soft power that provides the basis for a 
more active Japanese foreign policy not only in Asia, but aiso in places like Africa where 
Japanese aid and diplomacy has become newly energized over the past year. 

We could spend a good deal of time discussing the specific challenges and tasks before 
japan, including things like the need for agricultural and immigration reform, greater women's 
empowerment, the history issue, more efficient defense spending, and so forth. But my 
primary purpose here is to leave the committee with the right overall perspective on Japan's 
power and standing in the international community. This is not the time to "dial down" our 
expectations for Japan or the U.S.-Japan alliance. There will be greater fluidity in Japanese 
politics and tough challenges with North Korea and China ir>. the months and years ahead. But 
the bipartisan strategy championed by Joe Nye, Rich Armitage and now Secretary Clinton arid 
her colleagues in the Obama administration is the right strategy for the United States, for 
japan, and for Asia and the world as a whole 

Thank you. 
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Mr. Faleomavaega. Thank you. Dr. Calder. 

Mr. Calder. Thank you very much, Mr. Chairman. Your talk 
about Akebono really rang a bell. When I was working with Am- 
bassador Foley we actually helped with arranging the details on 
his wedding, which was really quite something and occurred while 
I was in the Embassy. 

Mr. Faleomavaega. You mentioned Akebono, I was at 
Konishiki’s marriage when he got married. And the entire country 
was watching this very unique wedding. I think the cake was big- 
ger than this whole table you have got there. 

Mr. Calder. It was certainly big for Akebono too. 

Mr. Faleomavaega. Well, he was only 6 foot 8, weighed 450 
pounds, you know. So I know what you mean, Professor Calder. 

Mr. Calder. Those sumo weddings really are something. I 
should also say, Congressman Rohrabacher, what you were saying 
about Japan in the 1950s rang a bell. I was there briefly as a kid 
in the 1950s as well. My father had been in the Navy, not in the 
Marines, but I remember those days, and of course a lot of the 
bases around Japan also. 

Mr. Rohrabacher. That was when Kobe steak cost $1.50. 

Mr. Calder. There has been a little bit of change, hasn’t there? 

STATEMENT OF KENT CALDER, PH.D., DIRECTOR, EDWIN O. 

REISCHAUER CENTER FOR EAST ASIAN STUDIES, DIREC- 
TOR, JAPAN STUDIES, JOHNS HOPKINS UNIVERSITY 

Mr. Calder. I would like to just summarize my remarks in the 
interest of time, and highlight about five points relating to the poli- 
tics, particularly that people haven’t talked about as much. The 
first point, which really strikes me graphically in light of what you 
have said and what I remember, is that Japan is not static. To the 
contrary, it is changing, it is changing in policy terms and it is 
changing in political terms as well. 

On the policy side, to look to the bright side of some of that, I 
think we have to look at things like energy efficiency. And since 
the Oil Shocks of the 1970s Japan has increased its efficiency unit 
of GDP by about 30 percent, which is something of course that 
could well be very relevant to us today. In terms of defense respon- 
sibilities, Professor Nye and my colleague Mike Green have also al- 
luded to this, but I think we have to remember the tremendous dis- 
tance that we have come since the Nye initiatives of the 1990s, the 
guidelines, and then also after 2000 as well, after the 9/11 of course 
the way Japan responded. 

Today, I remember when I was a student one just really couldn’t 
imagine the idea of Japan at the Straits of Malacca or any Japa- 
nese responsibilities. As you may remember in the early 1980s 
there was a tremendous controversy about the 1,000-mile perim- 
eter. And of course not only are they at the Straits of Malacca, the 
Marine Self Defense forces are in the Arabian Sea, U.N. peace- 
keepers on the Golan Heights. So there has been a very substantial 
change there. 

Japan, while changing already in policy terms, is also I would 
argue on the verge of potentially historic and transforming political 
change. As Mike suggested, of course there is a good deal that we 
can’t really tell for sure, but Japan has to hold one general election 
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by mid-October for which most polls assign a plurality to the larg- 
est opposition party at this point. 

Japan will also hold a second scheduled election around July 
25th of next year for the Upper House, the House of Councillors, 
and many people predict there could well be a dual election, a dou- 
ble election, at that point. It may take several elections to sort this 
out, but the political scene potentially is dynamic as well. My as- 
sessment would be that, and I am sure we will get into this in the 
discussion, that political change and policy changes relating to it 
will be protracted. The sorting things out will take at least 1 year 
and possibly longer. 

Another point that hasn’t been made that I think is crucial, it 
cuts perhaps in a slightly different direction than what we have 
heard, is that change is being driven in Japan by rather powerful 
global forces and also regional forces. Many of them in the econ- 
omy, and Arthur Alexander I am sure will speak to this, but glob- 
ally of course China and India are the big beneficiaries of 
globalization. The impact on Japan of globalization has been more 
mixed. Both of those countries, and Korea as well which has also 
been rising or in the same neighborhood, there are changing re- 
gional dynamics. 

The process of change regionally since 2006, Japan’s trade with 
China has been larger than its trade with the United States. The 
economic context is in some ways shifting significantly, although 
one area where our ties of course remain very, very strong is tech- 
nology, and of course as has been said on the security side as well. 
Now, this process of change I think will generate a new sort of pol- 
icy process in Japan, probably more open and transparent yet also 
less predictable, and these things have policy implications that I 
think, obviously there is much that is uncertain, but I think need 
to be considered. 

Obviously we have to take crises as they come. Responses to fi- 
nancial crises won’t wait, and responses to North Korea should not 
wait. And in many crises Japan’s record has been good. On the eco- 
nomic side in ’73, for example, the energy crisis, in several of the 
financial crises, since 9/11 in many respects on the security side. 
Of course there have been, even in the Gulf War they didn’t change 
their security orientation sharply in terms of deployments, but they 
did contribute $13 billion. 

Longer term, I think the imperative, flowing from what I have 
said about a protracted period of time, is a need to be attentive and 
patient with a relatively long time horizon. I wouldn’t be overly op- 
timistic. I wouldn’t contradict much of what was just said about 
positive views on both sides. I do think the crucial point though is 
that globalization and the rise of alternatives, sharply different 
from the pattern that we had in the 1950s when Japan and the 
United States were basically alone as major powers in the Pacific 
and Korea was in turmoil and China was under embargo, the world 
is sharply different. 

There are different pulls, which will mean a more proactive and 
a more attentive sort of process. I think that probably means the 
symbolic element is important, cultural relations, more American 
centers, there is no NDFL for the Japanese language, as I under- 
stand it, now. We have it for Chinese and Korean but not Japa- 
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nese. Mr. Chairman, you pointed out the decline of foreign study; 
it seems to me on both sides of the Pacific something has to be 
done about that. 

And then finally, in terms of functional cooperation in the areas 
that would balance the playing field that would create some degree 
of symmetry, energy efficiency, the environment, possibly mass 
transit, and certain areas of vocational education. There are many 
areas where we can share ideas, both at the public level, domestic 
policy dialogue, but also track two or track one and a half. So in 
conclusion, I think we have to see the potentially problematic ele- 
ment. We have to see that the U.S. -Japan relationship and Japan 
itself are changing, and that we have to be attentive in responding 
to that change. Thank you. 

[The prepared statement of Mr. Calder follows:] 
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When our trans-Pacific alliance was founded, and the ruling Liberal 
Democrats came to power, America's GDP was nearly hal f of the world’:# 
total, and Japan’s was little more than 3 percent. China was under embargo, 
Korea was in ruins, Europe was rebuilding from a disastrous war, and 
Southeast Asia was largely colonialized. The United States and Japan were 
alone as major powers in the Pacific, confronted with a Soviet global 
challenge. And their alliance, despite bitter war-time memories, was a 
natural choice, un-compiicated by third party diversions. 

Both the global and the regional equations are radically different 
today. The economies of the ITS. and Japan are somewhat closer in scale, 
with the US comprising a quarter of global GDP, and Japan roughly a third 
of that magnitude. Yet China, Korea, and India have rapidly emerged, as 
major beneficiaries of globalization, and all are in Japan's neighborhood. It 
is much harder for Tokyo and Washington to systematically focus on each 
other’s concerns than it used to be. Japan’s domestic stagnation, since the 
collapse of its financial bubble in the early f 990s, has only made ‘'Japan 
passing” all that much easier, even for Tokyo’s friends and allies abroad. 

Why Japan Matters 

Substantively, there is much In Japan today that needs to command 
the attention of America’s policy-makers, that country’s remarkable talent 
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for remaining invisible notwithstanding, Japan’s economy is the second 


largest in the world, and Japanese hold more than a tenth of global savings. 


Japan’s public and private sectors together are by far the largest purchasers 


of American debt on earth, Japan is technologically much more advanced in 


most dimensions than China, and could easily go nuclear if it had the 
political inclination to do so. 


There is much in Japan’s low security profile that is distinctive, but 


could prospecti vely be changed. Tokyo’s “no-war’' constitution, in 


prevailing interpretations, bars offensive power projection, with no aircraft 


earners or long-range missiles. In place of off-shore deployments, J apan has 


traditionally contributed to the common defense by offering extensive basing 


facilities to U.S. forces, including support for the only U.S. aircraft carrier 
home-ported on foreign soil, and long-term facilities for the only one of the 
three Marine Expeditionary Forces, III MEF, that is routinely deployed 


abroad. Japan also provides substantial host-nation support (HNS) payments. 


currently totaling over $4 billion, which represent over JO percent#!’ the 
total bilateral host-nation support that U.S. forces receive from all of our 


ai lies combined. 
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A Growing Japanese Security Role 
This traditional defense equation — that the United States provides 
security beyond Japan’s shores, while Japan supplies bases within Japan, 
and generous financial support for maintaining them — has slowly begun to 
change, generating short-run solidarities that ultimately give rise to Song-run 
tensions. Within a month of the attacks on the World Trade Center and the 
Pentagon on 9/1 1, Japan committed to support American forces in the 
Arabian Sea, under new anti-terrorist legislation, and later deployed also to 
Iraq. Japan today provides over 30 percent of the fuel consumed by U.S. and 
allied forces in the Arabian Sea, that operate in support of anti-terrorist 
operations in Afghanistan, and interdict illicit flows into Pakistan as well. 

Despite these new.' commitments, Japan has also maintained its 
traditional “burden-sharing” acti vities at home, in support of American bases 
there. Among other things, it pays most salaries of the 25,000 Japanese 
employees at U.S. military- installations, pays the rent on land provided to 
the United States by private land-owners, and supports base utility costs. 
Additionally, the U.S. and Japan also concluded, hi 2006, a $26 billion 
agreement to support redeployment of 8,000 U.S. Marines to Guam, close 
the existing U.S. Marine Corps Air Station at Futenma, redeploy affected 
troops to Henoko in the northern pari: of Okinawa, and improve bi-nationai 
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coordination with respect to anti-terrorism and air defense at Camp Zaina 
and Yokota Air Force Base respectively. 

Lingering Regional Uncertainties 
Regional developments— -principally North Korean provocations, 
coupled with the rise of China — introduce one new set of uncertainties 
regarding the security future. Broadly speaking, these help to strengthen the 
alliance, particularly in the short-run. Japanese are almost universally critical 
of North Korea, with nearly 80 percent supporting the toughening of 
sanctions against Pyongyang, and generally apprehensive of a rising China. 
This apprehension is, however, mixed with attraction, including an urge to 
interact closely with a rapidly growing Chinese economy that since 2006 has 
been Japan's largest trading partner. 

With the economic importance of Asia for Japan rising, regional 
architecture that brings Japan into more systematic contact with Asia is 
attractive for Tokyo. US-Japan-South Korea mini-lateral dialogue, following 
the pattern of the Clinton years, is especially welcomed, as that triad is a 
grouping of allies especially well-equipped to respond to the North Korean 
challenge. The US- Japan-China mini-lateral Is also positively regarded by 
most Japanese, especially for cooperation on energy and environmental 
issues, where China’s deepening problems directly affect Japan as well. 
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Japan is, however, highly conscious that it unlike China, is a formal U.S. 
aliy, so naturally expects a degree of prior bilateral consultation 
appropriately reflecting its alliance standing. 

Northeast Asia is the one major global region with a pronounced 
“organization gap”: no well-developed, region-specific security or political- 
economic architecture. The closest that Northeast Asia as a whole currently 
comes on the security side is the so-called “six-party talks”, involving the 
two Koreas, China, Russia, Japan, and the United States. On the political- 
economic side, the East Asia Summit, the “ASEAN plus Three” process, 
and, most recently, the Northeast Asia Summit, involving Japan. China, and 
South Korea, are alternatives. 

Japan's experience with the six-party process has not been an easy 
one. The major problem, in Japan's view, has been the failure of the other- 
regional partners to consider seriously the issue of Japanese citizens 
abducted to North Korea, Since 2006 that so-called “lachi rnondai” 
(abduction issue) has had considerable domestic political salience in Japan. 
The Japanese conservatives have traditionally felt much more at home with 
the LIS- Japan bilateral alliance than with the six-party talks or any other 
multilateral formulations. Japan has participated in a range of mini-lateral 
meetings, buttfsas not so far emphasized new Northeast Asian regional 
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Some might ask why, after Japanese politics has been stable for so 
long, that it should suddenly grow so fluid and potentially volatile, To 
understand the likelihood of imminent change, it is important to see 
Japanese politics in broader socio-economic context. Urbanization and 
demographic change have been one factor, with a new generation alienated 
from traditional compensation politics only sporadically participating. 
Changing competitive patterns among re-configured parties could well bring 
new voters to the polls, helping to accelerate re-alignment and intensifying 
inter-party competition. Secondly, years of economic stagnation and 
politically inspired inefficiency, crystal clear in sectors like agriculture, have 
both consumed the budgetary resources that have kept the ruling party in 
power, and also created ambivalence among some business leaders about the 
utility or practicality of sustaining the current political structure. The end of 
the Cold War, finally, has reduced some geopolitical inhibitions on the 
emergence of serious competitive party politics, both domestically and on 
the part of Japan’s allies. 

The confluence of these domestic and international factors may well 
lead to a new era of substantially more fluid and competitive party politics 
than Japan has experienced in over half a century. The future configurations 
of party competition are uncertain, of course, but electoral logic under the 
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current electoral system, introduced in 1994, suggests that competition will 


after a transitional interval evolve on a two-party basis. Issues rather than 


pork-barrel distributive politics will likely grow more salient, and starker 
choices will emerge between national security, including the challenges 


from North Korea and China, and social security, in what is becoming the 
oldest major nation in the world, with a demographic structure similar to 
Florida. 


Clearly American sensitivity to Japan’s national-security straits, as 
well as its social-security tradeoffs, will be essential to the future viability of 
the alliance, and to the broader U.S. -Japan relationship. Japan’s perceived 
requirements are complex, and difficult for Americans to readily appreciate, 
in three major respects. First of all, many Japanese, living in a crowded land 
with minimal resources, subscribe to a somewhat broader conception of 
security, including prominent energy and environmental dimensions, than is 
common in the United States. They also tend to be more sensitive to nuclear- 
disarmament issues, while retaining a quiet concern about the quality of 
American extended deterrence, Japan, after all, is the one nation to have 
been a victim of nuclear warfare, and the shadow of Hiroshima continues to 
linger, balanced by some foreboding over China’s rise. 
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Japan and the United States also, of course, have different domestic 
political imperatives. The Democratic Party of Japan, which may well win at 
least a plurality in the forthcoming general election, has flirted in its past 
with the concept of an “alliance without bases”. Although it has retracted 
that notion, it has declared an intention of relocating the Fatemna MG'AS 
outside Okinawa, and opposed the SDP deployment to the Indian Ocean, 
while also seeking to reduce HNS. The DPJ has also proposed revisions to 
the U.S. -Japan SOFA, in order to make the alliance, in its view, more equal. 
Base issues could easily be a flash point in US- Japan relations over the 
coming year, and it Is in the interest of both sides to keep latent differences 
muted, especially as China’s regional political-military profile rises. 

Although there is broad agreement among Japanese and American 
leaders of virtually ail political persuasions on the importance in the abstract 
of enhancing the US- Japan alliance, there is much less clear-cut agreement 
on what operationally that should mean. What is dear is that more “common 
equities’’ are needed, given broad cultural differences across the Pacific, and 
a paucity of direct foreign investment between the U.S. and Japan. To be 
sure, there are important political-military' dimensions to this notion of 
“common equities”, such as the question ofF-22 procurement, and defense- 
equipment inter-operability. Yet apart from the abstract requirements of 
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personal diplomacy and consultation will need to extend more broadly 
across Japanese society, and across its political world, than has typically 
been true, and the sy mbolic roie of the Ambassador, as well as the U.S. 
Embassy and U.S. Consulates General in Japan will be central. Serious 
thought should be given to restoring the network of American Centers in 
Japan to at least the dimensions that it enjoyed a generation ago, and to 
providing NDFL funding status for Japanese-ianguage study. 

Broad-based engagement with Japanese society is crucial to American 
interests in Japan. It is equally important, however, for America’s 
representatives to avoid being drawn into partisan alignments, given the 
manifest uncertainties on the local political scene, U.S. policy should focus, 
at least in the short-run, on issues where Japanese, and indeed most 
Americans, broadly agree, such as re-assurance vs, North Korea, together 
with lowest-common denominator issues such as cultural relations, energy, 
and the environment. In those two latter areas, in particular, Japan also has 
substantive policy initiatives under way, flowing from the 2008 Toyako G-8 
Summit, and considerable technical expertise, in both the private sector and 
in an elite, highly efficient bureaucracy. Those capacities should allow it to 
continue to effectively cooperate with the United States and other major 
nations, even in the face of domestic political uncertainly. 
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A final major issue that inevitably looms in the corning transitional 
era is nuclear energy, in both its civilian and military dimensions. Given the 
prospect of rising worldwide energy demand, driven by the simultaneous 
rise of China and India, as well as Japan's total lack of domestic oil and gas, 
civilian nuclear power is an attractive option. A quarter of Japan’s electric 
power is already generated by nuclear plants, and the prospect is that that 
ratio will move steadily higher, to as much as 40 percent by 2030. Japan has 
also pioneered the closed fuel cycle. This generates plutonium as a means to 
assure energy security in a high-cost energy world, and has generated, under 
strict global supervision, a plutonium stockpile of over 13,000 pounds. Japan 
has been fully cooperative with the IAEA, but new and more comprehensive 
regional arrangements, with American participation, may well be needed, 
should neighboring China and South Korea— -with similar energy challenges 

to those of Japan- also begin considering the closed fuel cycle’s merits, and 

as the geopolitical equation in Northeast Asia evolves. Needless to say, 
ending North Korean WMD, missile development, and arms-lrade programs 
also loom as crucial future challenges to both the United States and Japan. 

In Conclusion 

Mike Mansfield two decades ago termed U.S. -Japan ties “the most 
important bilateral relationship in the world, bar none.” That trans-Pacific 
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partnership remains vitally important not only in strategic terms, and 
because it helps crucially in stabilizing the world economy, but also for toe 
role it has historically played, and continues to play, in broadening 
America’s horizons culturally, and in making us so much more than an 
Atlantic power alone. 

For more than half a century. U.S. -Japan relations have moved 
forward remarkably smoothly, on momentum from the remarkable 
diplomatic achievements of the 1950s. based on the conservative, yet 
enduring political edifice erected in Japan during those days. Over the 
coming year, our two nations could abruptly confront a profoundly different 
era — one potentially marked by major political transformation in Japan, and 
the need for new strategic vision, even as the impact of our new, dynamic 
Administration here is just becoming manifest in new policy initiatives and 
confirmed personnel appointments. This coming year will doubtless be a 
time of challenge, but also of opportunity. It may at last provide a chance to 
finally overcome the broken dialogue with Japan that Edwin O, Reiscnauer 
confronted as Ambassador half a century ago, and to broaden the Pacific 
alliance with Tokyo, to the benefit of all our people. 
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Mr. Faleomavaega. Thank you, Dr. Calder. 

Dr. Alexander. 

STATEMENT OF ARTHUR J. ALEXANDER, PH.D., ADJUNCT PRO- 
FESSOR OF ASIAN STUDIES AND ECONOMICS, GEORGETOWN 

UNIVERSITY (FORMER PRESIDENT OF THE JAPAN ECO- 
NOMIC INSTITUTE) 

Mr. Alexander. Yes, batting clean up here, I think I am going 
to be actually supporting, reinforcing some of the points that have 
already been made. The first one is the point that Japan is a rich 
country. As a rich country, it possesses the habits, the institutions, 
the policies of successful nations, and these kinds of institutions 
that make countries rich do not vanish, they don’t disappear. 

So what we can look at for Japan’s economic future over the long 
run, abstracting away from what is going to happen the next quar- 
ter, is that Japan’s economic future ranges from 1-2 percent real 
growth of GDP per person. Now 1 percent growth would be a com- 
parative failure, 2 percent, a considerable achievement. And this in 
general is the range that rich countries, including the U.S., operate 
within over the long term. 

From 2002 to 2008, Japan experienced its longest postwar expan- 
sion building on Chinese and other Asian demand: It wasn’t just 
China. The share of exports and GDP rose to the highest level in 
Japan’s entire postwar history, about 18 percent. However, con- 
trary to many popular views in Japan as well as the United States, 
Japan’s economy has not generally been driven by exports either in 
the post-World War II period or earlier. Actually quite the reverse 
is true. Imports rather than exports are associated with growth 
and productivity improvements. That is true in the United States 
as well. 

Last year high energy and materials prices, global financial tur- 
moil, and collapsing exports plunged the economy into recession. It 
deepened in the first quarter of this year as real GDP fell over 15 
percent in annual terms, the steepest decline since figures were 
first produced in 1955. However, in the last 4 months we are begin- 
ning to see a turnaround. Excess inventories are falling, manufac- 
turing output is up, exports are turning around, consumer con- 
fidence is building, and we are even seeing household buying itself 
turning up in the latest data. So things are beginning to look good. 

When we turn to the demographic problems, the Japanese popu- 
lation is becoming older and smaller. Low fertility rates below the 
break-even level plus the longest life expectancy in the world mean 
that fewer babies are being born, older people are becoming a larg- 
er share of the population. Population actually peaked about 3 
years ago. Current projections put the 2040 numbers 15 percent 
below what we see today, going back to the level of Japan’s popu- 
lation in 1973. 

Japan is not unique here. European nations experience almost 
the same sort of low fertility, but Japan is getting there first. Be- 
cause of the shifting age structure, the working age population will 
fall about 1 percent annually over the next 40 years. Two things 
can ameliorate the effects of a falling labor force. First, older people 
need not stop working at the age of 65. Actually, higher wages 
draw people back into the labor force. Just in the last 4 or 5 years, 
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0.5 million Japanese between the ages of 65 and 69 reentered the 
labor force because there was a demand for them. If we get labor 
shortages in the future, I expect the same thing will happen. 

The second thing has been mentioned, which affects the quality 
as well as the number of workers, is the better use of women. They 
make up a smaller share of the labor force than in many other ad- 
vanced countries. The ratio of female to male wages is the lowest 
in the developed world. The proportion of females in management 
is 8 percent in Japan compared to 45 percent in the United States. 
As I look around the room and look around Washington, I see there 
are probably more competent, intelligent, hard working Japanese 
women working here than in Tokyo. When half the labor force is 
underutilized, the potential for greater productivity gains is obvi- 
ous. 

Turning to the regional effects of demographics, and I think this 
is my main message, demographics need not be destiny. Japan will 
remain the third or fourth largest economy for the foreseeable fu- 
ture. Although not growing as fast as its neighbors, it will retain 
the scale, the resources, the competencies, the capabilities to en- 
gage fully in regional and global areas. Even though more re- 
sources may be devoted to aging citizens in the future, Japan’s role 
will be dependent more on its choices and preferences than on its 
absolute size or rate of increase. 

The size of an economy imposes only the roughest constraints on 
military or diplomatic efforts. Many countries punch well above 
their economic weight. Just think of North Korea or Israel. Eco- 
nomics by itself will not constrain Japan’s future roles. Talking 
about United States and Japan economic and trade relations, as 
has been mentioned, when I testified I think in this very room 20 
years ago, the hearings were on the Japanese threat. A few years 
later during the Clinton administration the trade representative 
could say, we negotiate and negotiate and nothing happens. 

Professor Nye helped end that period as we changed our relation- 
ship, but one of the things that we have seen over the past 15 
years is that many of the industries that suffered directly from 
Japanese imports have adjusted to the intense competition either 
by getting smaller or becoming more competitive. Whether in steel, 
automobiles, machine tools, or other products, the challenges have 
faded into the past. 

In addition, Japan is no longer the only, or sometimes even the 
chief, protagonist. We have Korea, China, Russia, Brazil. Others 
have often taken the role that had been played by Japan in earlier 
decades. Japan is now the fourth largest source of American im- 
ports, behind Canada, Mexico, and China, accounting for less than 
half the flow from either Canada or China. Thus the salience of 
Japan in the eyes of business and political leaders is considerably 
reduced from earlier decades. The old animosities and emotions 
have been replaced by a more cooperative approach that we have 
already heard about. And I think the same thing as far as we can 
see is continuing under the current administration. 

I was asked to comment on Japan’s role in addressing the global 
financial crisis. The first thing that is really remarkable is that 
Japanese financial institutions have suffered only mild losses. The 
losses from derivatives and subprime assets add up to only about 
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$25 billion. This is minuscule compared to the losses we have seen 
in American and European financial institutions. Because of their 
lack of exposure, the financial authorities have not had to bail out 
Japanese banks, which have buttressed their capital by raising 
funds in financial markets. 

Japan has loaned the IMF an additional $100 billion from foreign 
exchange reserves to be used to make loans to emerging markets 
and other economies. In addition, Japan invested $2 billion in the 
World Bank to help recapitalize banks in smaller emerging market 
economies. In cooperation with other countries and central banks, 
they provided currency swaps and other arrangements for countries 
that might face shortages of foreign exchange. 

And until last year, Japan was the largest holder of American 
Government assets. China has now taken over that role, but just 
barely. In recent months Japan has been acquiring American Gov- 
ernment bonds and other securities at a $25-billion annual rate, 
about half the flow from 3 years ago when it was very heavy in the 
market for Fanny Mae and Freddy Mac assets, and that no longer 
is the case. 

What is going to be happening to its regional role? And what will 
the election do? We have already talked about the election. I think 
what we are likely to see, and I fully agree with my colleagues 
here, a new party would enter with support from different constitu- 
encies than the current web of political relations that have been 
built over half a century. Although the Democratic Party of Japan 
would feel bound to support its own backers, the important thing 
is they are different from the old gang. 

And I think we are likely to see more deregulation, more open- 
ing, more reform in many of the areas that have been tied to the 
Liberal Democratic Party. The other thing is that the ties to the 
bureaucracy in the ministries are likely to break down. This has 
been one of the major factors that has restrained change in Japan: 
The linkage between the Liberal Democratic Party and government 
officials. That will be changing as well. 

Can the DPJ bring new leadership? I may be sued here for prac- 
ticing political science without a license, but when we look around 
Japan we see that there are plenty of reformers down at the local 
levels, at the prefecture levels. Prime Minister Koizumi dem- 
onstrated that we could have charismatic leadership in Japan. I 
don’t think it is going to happen, as was said, in the short term. 
But enough change has occurred in political, economic institutions, 
and new people, that bold leadership can emerge from the confu- 
sion of a new party, new people, and new institutions. On the other 
hand, as economists like to say, no one has lost money by betting 
against the conservative nature of the Japanese people, at least not 
in the last 60 years. So the future is up for grabs. Thank you. 

[The prepared statement of Mr. Alexander follows:] 
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Japan’s Changing Role: Economic Affairs 


Economic T rends 

Long-term view: Japan is a rich country that possesses the habits, institutions, and policies of a 
successful nation. The institutions that make countries rich do not vanish. Japan’s economic 
future ranges from mediocre to good: l%-2% real growth of gross domestic product (GDP) per 
person. The lower bound would be comparative failure: the upper, a considerable achievement. 

All fast-expanding countries are poor, although not all poor countries achieve rapid growth 
(figure 1). Rich nations grow more slowly than the high-flying, poorer countries. Focusing on 
Japan, China, India, Korea, and the United States, the U.S. is at the high end of the rich-country' 
range (figure 2). Japan approached 2% growth in the 1990s, and then fell below. China and Korea 
lie on the upper envelope of the 12 1-country experience plotted in figure 1 . India started in die 
middle of the distribution and has shifted upward tow ard the high-fliers. 

Many observers, including most Japanese, thought that the country’s post- World War 2 
experience indicated special or even unique national qualities. With the benefit now of more than 
a half century’ of experience and analysis, we can note that Japan’s economic miracle followed 
extensive wartime destruction. However, its human capital and institutions remained largely 
intact. When investment recovered in die 1950s, returns to investment and overall growth were 
high. By die 1970s, die capital stock approached equilibrium levels, returns declined to values 
appropriate to the mix of human, physical, and institutional capacities, and growth decelerated. 
Japan was lucky enough to approach economic maturity. 

Recent experience: From 2002 to 2008. Japan's exports were the main positive component of 
GDP as Japan experienced its longest postw ar expansion, building on Chinese and other Asian 
demand . The share of exports in GDP rose from 1 0.5% in 2002 to more than 1 8%. the highest in 
Japan's entire postwar history . However, contraiy to popular views, Japan's economy has not 
generally been driven by exports, either in the post-World War 2 period or earlier. An 
accumulating body of research demonstrates quite the reverse: imports rather than exports were 
associated with growth and productivity improvements. 

High energy and materials prices, global financial (unnoil, and collapsing exports plunged the 
economy into recession in 2008. Japanese financial institutions, however, were saved from the 
w orst excesses of their overseas peers by their conservative stance, bred .from the decade tl look 
to dig themselves out of a nonperforming loan hole and over-leveraged balance sheets in the 
1 990s; that, plus weakness in the skills of complex derivatives trading made them wary of the 
dodgier assets. 

The recession deepened in the first quarter of 2009 as real GDP fell 15.2% (annual rate) from the 
previous quarter — the steepest decline since the figures were first produced in 1 955. Nearly every 
sector participated in the downturn. Perhaps the most positive sign was tliat private inventory' 
accumulation slowed from the end of 2008 as producers began to bring output into line with 
demand. 

Glimmers of hope: Although GDP has fallen 9% from year-ago levels, three fiscal stimulus 
packages are beginning to strengthen demand while exports, especially to Asia, resumed their 
expansion at the beginning of the year. Producers’ inventories have fallen sharply; manufacturers’ 
shipments and output started to rise in March, with faster growth projected for coming months. 
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Consumer confidence bottomed out last December. The Economy Watchers survey of people 
holding jobs that enable them to observe household and producer activity shows the same strong 
recovering trend. The survey asks for assessments of both current conditions and the direction of 
change. From January to May, expectations of future conditions has jumped two-thirds of the way 
back to its previous peak of early 2006. The sub-indices all shared in the overall strength. 
Flousehold consumption, itself, turned positive in March from a month earlier, tine first rise in 
more than a year. 


As household demand solidifies, especially for durables such as automobiles, 1 expect GDP to 
steady in the second quarter and resume growth by mid-year. Absent further severe shocks to die 
global economic system, 2010 is expected to return to near normal 

Japanese consumers’ undeserved bad reputation: Japanese consumers have a bad reputation, 
allegedly being under-paid, under-consuming, and obstinately refusing to become the engine of 
economic growth. Cultural explanations based on the presumed qualities engendered by rice 
cultivation, or so-called rabbit hutch homes, have been offered as explanations. Such 
explanations, however, are no! needed. Whereas Japanese households at one time saved almost 
one-quarter of disposable income, that ratio is now under 3%, less than the notoriously low 
current American savings rale (figure 3). This dramatic change is due primarily lo the country’s 
shifting demographic structure; predictably, as a nation like Japan becomes older, the relatively 
fewer families in the prime working ages contribute less to aggregate savings, while older, retired 
people draw down their holdings. 

The notion that Japan's consumption is under-powered is belied by comparisons with other rich 
countries. Table 1 shows the ratio of household consumption to GDP; Japan is in the middle of 
the pack. It is the U.S. and U.K. that are die outliers. 

Table 1: Ratio of Household Consumption to GDP, Selected Countries, 2003-2007 Average (%) 


Canada 

56.1 

France 

56.5 

Germany 

58.9 

Japan 

57.3 

UK 

65.3 

U.S. 

70.4 


Source: World Bank 

Another allegation is that workers' share of national income is exceptionally low in Japan, 
thereby starving the nation of consumption. Again, this charge is wrong, as shown in the 
estimated labor shares in Tabic 2. Japan is near the average of all countries. Moreover, there is no 
evidence of a long-term trend in employees ’ share of national income, although there is 
considerable cyclical variability 7 , falling in good times as profits soar, and rising when companies 
protect workers’ earnings in recessions. 

The conclusion to draw from these data is that Japanese consumers arc not a long-term drag on 
the economy. If confidence remains robust and output continues to expand, households could lead 
the way to the next expansion, especially considering their year of abstinence from buying items 
whose purchase could be postponed. 

Transition from the 1935-45 system: Over the past two decades, Japan has moved away from 
the economic system constructed during the 1930s, organized to mobilize the economy for war. 
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The postwar occupying powers left in place many of the existing economic institutions and 
structures. Most important were bank-centered finance and the legal structure of corporate 
governance. In combination, they dethroned shareholders and profitability 7 from their premier 
positions influencing corporate behavior. 

Table 2: Employee Compensation Share of GDP (1994), Including Income of Self-Employed and Proprietors, 

Selected Countries 


Australia 

0.67 

Belgium 

0.74 

Finland 

0.73 

France 

0.72 

Italy 

0.72 

Japan 

0.69 

Korea 

0.70 

Netherlands 

0.68 

Norway 

0.64 

Sweden 

0.77 

UK 

0.78 

U.S. 

0.74 


Source: Douglas Gollin, “Getting Income Shares Right,” Journal of Political Economy , Vol .110, No. 2 (Apr., 2002), p. 
470. 

Despite government’s key economic role, any sense of an overall vision quickly lost coherence in 
the post-war period. As elsewhere, government planners and regulators often became the pawns 
of politicians and of the industries and companies they were supervising. Internal battles for 
dominance within the government further weakened any sense of coordinated strategy. 
Nevertheless, bureaucrats’ inclinations to distrust markets influenced regulation and guidance. 

Japan's postwar economic system started to change in the 1970s, proceeded over the next 30 
years, and is still ongoing. The first moves occurred in the tightly bound financial system. 'When 
the government incurred large fiscal deficits in the 1970s. it was forced to relax its interest rate 
controls to make government debt attractive to financial institutions. As Japanese companies 
ventured abroad in the 1980s, they found that financial products in London were cheaper and 
more diverse than in Tokyo. 

Tokyo lagged behind financial market innovations in the 1980s, largely because of still remaining 
regulations. Prime Minister Hashimoto announced a "big bang” scheme of financial market 
deregulation in 1996, phased in over several years. These changes helped end the system of bank- 
centered corporate finance, especially for large firms. 

Company oversight and monitoring were strengthened in 1993 by reducing the costs to initiate 
shareholder suits and allowing collection of damages. From 1950 to 1990, shareholders in Japan 
filed fewer than 20 derivative suits against directors By 1999, there were 286 such suits before 
the courts. 95 filed in 1999 alone. 

Other changes reduced the shareholding threshold to demand inspection of records, allowed stock 
options, simplified merger procedures, allowed stock swaps to underwrite mergers, eliminated the 
ban on holding companies, facilitated the ability to spin off companies, removed prohibitions on 
treasury stock, and authorized companies to adopt an American style board of directors. 

A new corporation law in 2006 embraced a reversal of the regulatory philosophy, shifting from a 
stance Llial everything that is not allowed is prohibited to one where every tiling that is not 
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prohibited is allowed. 

Corporate officers now must consider seriously bids for mergers or acquisition; failure to accept 
profitable offers could be interpreted as acting against shareholder interests. The number of 
mergers and acquisitions subsequently increased to levels that would have been unthinkable in 
the mid- 1 990s. Moreover, significant foreign takeovers, counted in single digits in the 1 980s, hit 
100 in 2000 (figure 3). Although successful domestic hostile takeovers remain infrequent, they 
arc increasing, from only a single case in 1 995 to 53 in 2005. 

Low returns to capital: A consequence of the wartime system was little regard to returns on 
investment. American output growth required litLle additional capital deepening whereas Japan’s 
capital, after recovering from wartime destruction, continued to climb as a share of GDP (figure 

4) . Japan's private sector by 2007 required 60 per cent more capital per unit of output than did the 
American. 

As Japan recovered from wartime losses, returns on investment were extraordinarily high (figure 

5) ; they then declined steadily. The American trajectory also declined following catch-up from 
the depression and war, converging to a stable long-term level above Japan’s. 

The downward course of Japan’s rates of return resulted from corporate governance that did not 
emphasize profitability', a banking system that did not adequately monitor borrowers, and 
government policy that protected insolvent firms from dissolution. 

Corporate governance is now increasing the attention to profitability. Returns at the 
macroeconomic level have started Lo rise. Business data collected by the Ministry of Finance 
confirm that, prior to the current recession, the era of dismally low returns may be ending. 

The vast private savings held by Japanese families would benefit enormously from higher rates of 
return. Higher return on investments automatically provide for their own redemptions in later 
years by generating the resources to pay back savers. If Japanese households were more confident 
of future returns, they could save less today or draw down their stock of savings at a higher rate. 
Consequently, higher returns could yield higher consumption, which would produce added 
aggregate demand, investment, and domestic growth, not to speak of higher incomes for retirees. 
Therefore, corporate governance policies that encourage a greater attention to the bottom line 
would, paradoxically, make the future more secure while creating new risks for current managers. 

Scientific research: In recent decades, the linkages between basic science and economic output 
and productivity have intensified in the advanced economics. The practical orientation of much of 
Japan's R&D and the acknowledged weaknesses of its basic research and university science may 
retard productivity growth in the future. The business orientation of Japan’s R&D w'as correctly 
identified in the past as the foundation of the country's technological strength. Now, that slant is a 
growing problem. 

Japan’s spending on research and development ranks second globally at 40% of the U.S. level. Its 
chief feature is neither its scale nor its considerable vigor, but its orientation toward business, 
especially manufacturing. Since more than three-quarters of Japanese research is funded and 
performed by industry compared to 60% in the U.S.. its focus is on industrial products and 
processes, whereas American research tends more tow ard scientific output. The American share 
of basic research in all R&D spending, for example, is 50% greater than Japan’s, (figure 7) 
Consequently, the scientific content of Japanese efforts is considerably less than the overall 
spending would suggest. Japanese scientists write only about one-quarter as many scientific 
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articles as Americans. Moreover, each of these articles is cited by other scientists at less than half 
the U.S. rate. 

Japan would not have to be overly concerned about its relatively weak science base if it could 
take better advantage of the leading science around the world. However, the diffusion of scientific 
results has a strong local affinity. It often is asserted that the results of basic research arc available 
at little cost to anyone with access to the latest science journals. This allegation, however, is not 
consistent with the evidence, which demonstrates that science is transferred via people, not 
articles. What makes the problem more serious for Japan is dial it seems to be more insular than 
many other countries in its ability to benefit from foreign science. Japanese scientists arc weakly 
connected to global science compared to many other countries, including regional neighbors 
China, South Korea, and Taiwan. 

The increasing role of basic research in advanced industrial technology, the contribution of this 
ty pe of work to corporate and national productivity, and the links between academic science and 
high technology industry all speak to the importance of a healthy research base for economic 
welfare. Japanese companies recognize these issues and have tried to compensate by establishing 
laboratories abroad. However, these moves have been belated and insufficient, points recognized 
by industrial leaders. 

The comparative weakness of basic research in Japan and the institutional impediments to its use 
supply a rationale for the government's policy of strengthening the performance and the 
institutional framework of the Japanese research system Despite strong policy statements in this 
direction, implementation has been weak and disappointing. Japan's scientific base could be a 
future problem. 

Alternative paths: The difference between mediocre 1% and energetic 2% growth lies in 
policies that continue to open and deregulate the economy. For example, when the share of trade 
doubled between 1 994 and 2008, the increased exposure to foreign competition intensified the 
pressure felt by Japanese businesses, and had measurable effects on productivity and prices. If 
policies continue to encourage the focus on profitability, trade should increase as companies find 
it to their advantage to source their inputs globally . 

Foreign direct inv estment is one of the greatest stimulants to productivity. Although it has 
increased by a factor of 10 since 1996, it remains a tiny fraction of other rich countries’ inflows. 
Further gains will require reducing the barriers to mergers and acquisitions, such as by 
diminishing unprofitable cross-shareholding of companies and banks (which act as M&A 
defenses) and by strengthening corporate governance rules that give greater rights to shareholders 
who can prolesl refusals lo negotiate advantageous transactions. 

Entire industries have been thwarted by excessive regulations. An example is health care for older 
people. Licensing that protects incumbents constrains the development of new combinations of 
health and retirement services. 

Immigration reform is part of the solution to caring for an aging population as well as more 
generally compensating for a declining work force. There have been liny steps to open 
immigration of nurses, for example, but these and other moves have been reluctant and halting. 

A disadvantage that can benefit Japan’s future growth is that its productivity 1 lags the global 
leaders. Various estimates put the country ’s manufacturing productivity at roughly 70-80% of the 
most efficient economies, varying across industry. Productivity in food products was only 30% of 
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the American level, whereas Japan's metal products producers were 60% more productive and 
transportation equipment was belter by 26% 

Lower productivity can be an advantage because better ways of doing things already have been 
demonstrated elsewhere. Japanese companies would not have to experiment with uncertain 
methods or technologies to achieve higher levels of efficiency, but have models on which to base 
their plans. Having such models, though, does not guarantee their speedy or successful adoption. 
It took a quarter century for American automobile companies to adopt the Toyota system of 
manufacturing, which was demonstrably more efficient than the way that Detroit made cars. And 
it required a similar length of time for Japanese airlines to reach American efficiency levels after 
deregulation and competition confronted the American industry Nevertheless, once pressure to 
change impinges on firms, having others to follow can speed the adjustments. 

In short, if Japanese political leaders, parliament, government bureaucrats, and businesses adopt 
such policies, growth can be at the high end of the projections. Otherwise, plodding growth can 
be expected. 


Demographic Trends 

The Japanese population is becoming older and smaller. Low fertility' rates below the breakeven 
level plus the longest life expectancy in the world mean that fewer babies arc being bom and that 
older people are becoming a larger share of the population. (See figures 8 and 9.) 

The population peaked around 2005 with 127.8 million people. Current mid-range projections put 
the 2030 and 2040 numbers at 1 17.6 and 109.3 million That is, 30 years from now, Japan will 
have 15% fewer people titan it does today, about the same number as in 1973. 

It should be noted that Japan is not unique. European fertility rates arc similar to Japan’s. What 
makes Japan notable is that its life expectancy is driving the age structure faster than in Europe 
and forcing Japan to cope with the consequences first. 

Many of the consequences of the changing demographics are obvious: 

• Declining population 

• Proportionately more older people 

• Smaller share of working age population 

• Slower aggregate economic growth 

• Challenges lo pension and social security systems 

• Greater health care resources devoted to older people 

I do not label the above items as negative consequences, but as changes that require adaptation. 
Indeed, another list of what might be labeled positive consequences demonstrates the ambiguity 
of assessing population decline: 

• Reduced pollution 

• Lower expenses for schooling and education 

• Less crowding 

• Smaller environmental impacts 

Because these changes are occurring gradually and are clearly forecast, adaptation can be 
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smoother than might be the reaction to sudden and unexpected events. For example, relatively 
modes! changes to the social security system could make it sustainable over a long horizon. Some 
of these changes, such as delayed retirement, have already been implemented. 

The population is projected to decline 0.5% annually over the next 30 years. However, because of 
the shifting age structure, the so-called working age population (16-64) will fall at twice that rate, 
or about 1% annually. Economic growth arises from the changes in the quantity and quality of the 
labor force and capital stock, as well as from productivity improvements separate from these 
inputs such as those that come from science or simply doing things more efficiently. Even though 
the quantity of labor inputs will decline, all the other contributors to economic growth will 
continue to increase. 

There are two things that can ameliorate the effects of a falling labor force. First, older people 
need not stop working at the age of 65. Although the labor force participation of older people has 
declined steadily since the 1 950s, there is a notable counter-cyclical effect in the other direction. 
The implication of long-term decline with upturns during expansions is that older people are 
responsive to two different incentives. As incomes rise in general, they tend to use some of that 
income to reduce their labor force contributions (an income effect). However, when demand 
conditions raise the wages that they can earn by remaining in or returning to work, they respond 
to these incentives (relative price effects). As recently as the expansion dial ended last year, a half 
million people age 65-69 returned to employment If labor shortages were to arise in the future, 
this cohort as well as others would face incentives to swell the job market. 

The second thing that could drastically affect the quality- as well as the number of workers is the 
better use of women. Women make up a smaller share of the labor force than in many other 
advanced economies. At 60% participation, it is more than 1 0 percentage points below countries 
such as Sweden, the U.S., and U.K. Moreover, women are used in inefficient ways; they are more 
likely than are men to be part-timers and they find it even more difficult than men to reenter the 
labor force if they temporarily withdraw, as they arc likely to do when they have children. 

The ratio of female to male wages in the late 1990s was 0.64, the lowest among 13 countries 
studied. Moreover, the proportion of females in private sector managerial positions rose from 
only 5 per cent in 1990 to 8.3 per cent in 2001; the entry of women into higher paying jobs 
compares poorly vvilh other countries such as Ihe United States, where women hold some 45% of 
managerial positions. Personal observation suggests that there may be more competent, 
intelligent, and hard-working Japanese women working at higher level jobs in New York or 
Washington than in Tokyo. It is no accident that such competent people leave their country to 
find opportunities elsewhere. When half the labor force is under-utilized, the potential for greater 
productivity gains is obvious. 


Japan's Regional Role 

Japan is the world's third largest economy, after the United States and China. When measured in 
purchasing power parity (PPP), the only adequate way to assess relative economic scale, China 
overlook Japan around 2000 and is now more than 50% larger. India is coming up fast, but 
remains about 30% smaller, according to the World Bank’s PPP estimates. (Although PPP is 
more appropriate than exchange rates to measure size, enough uncertainties remain that fine 
distinctions are not warranted.) 

As was seen in figure 2, Japan is a rich, developed economy while China and its Asian neighbors 
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still arc in their fast-growing, development stage. Korea could achieve maturity in II) years; that 
goal remains a more distant dream for the others. 

Japan will remain the third or fourth largest economies for the foreseeable future. Although not 
growing as fast as its neighbors, it will retain the scale and resources to engage fully in the 
regional and global areas. More resources will be devoted to its aging citizens in the future, and 
slower growth will require finer choices. However. Japan's role will be dependent more on its 
choices and preferences than on its absolute size or rate of increase. The size of an economy 
imposes only the roughest constraints on military or diplomatic efforts. Many countries punch 
well above their economic weight: think North Korea or Israel. Others arc less involved 
internationally . Economics will not by itself constrain Japan's future role. 

It has been argued that Japan is bound to decline relatively and perhaps even absolutely 
regionally and more widely. It will be even harder to justify defense spending to an older society 
that is possibly more conserv ative and risk averse. New and expensive weapons systems will 
compete with more immediate social needs. There could be greater reluctance to send an 
increasingly precious resource, younger, productive members of society, into military service, A 
military 1 career has never been popular in postwar Japan; it will be harder to compete with the 
private sector in the future. 

These arguments are valid, but they presume past values and political judgments continuing into 
an uncertain future. Changing international environments could easily shift Japan's perceptions 
and choices. Consider that a single North Korean missile test that flew over Japan altered 
domestic psy chology in a way that hundreds of deployed Soviet nuclear warheads targeted on 
Japan failed to do. It is not possible to speak with confidence about potential scenarios that could 
include either a pacified North Korea or an increasingly belligerent and nuclear one, not to speak 
of other regional scenarios. 

My main point is that economics is not determinant if situations change drastically. However, 
given the more likely alternative that events proceed in an incremental, gradual way, then the 
arguments given above of a Japan that is declining relatively in the region are more tenable. 

China is an important part of Japan's future. It is an expanding customer, supply base, and 
investment target. Japan will remain a regional financial center even if China's currency is 
convertible because Japan possesses a large and liquid volume of tradable assets, a sophisticated 
financial market (even if behind London and New York), a stable economy, an effective criminal 
and civil justice system, and experience. The appearance of a rich neighbor can only be beneficial 
to Japan, although it could cause disruptions and reallocations as resources shift within the 
economy to meet new demands and depart no-longer competitive activities. 

Economists dislike speaking about nations as economic competitors. However, China does 
compete with Japan in one sense. China’s trade agreements with many Asian countries have 
spurred Japan to make internal changes so that it could compete better with the Chinese brand. 
The main impediment to trade deals has been Japan's protected agricultural sector. Government 
officials in non-agricultural ministries as well as political leaders such as former Prime Minister 
Junichiro Koizumi noted that domestic changes were necessary to allow agriculture's inclusion in 
future trade negotiations. Consequently, reforms to agriculture were started under the threat of a 
China competing for Asian hearts and minds. 
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United States-Japan Economic Relations 

Twenty years ago, Congressional hearings on the “Japanese threat” were a common feature in 
Washington. Fifteen years ago, the U.S. trade representative, as one element of his president's 
reelection campaign, could proclaim, “We negotiate and negotiate and nothing happens.” Those 
days arc past. 

Many officials in earlier administrations held mercantilist views of international trade. The same 
was even more true of members of Congress and die public. The allegation is that exports are 
good and imports arc bad. Such ideas seem to be based on the very direct (but partial) observation 
that exports create jobs and higher profits while imports compete w ith domestic producers and 
raise unemployment. Such beliefs are deficient because they do not go far enough in completing 
the loop of cause and effect. An additional export will tend to crowd out some other export or 
lead to more imports (probably a combination of both). Unless the economy ends up with greater 
savings, any jobs gained in one company will be lost elsewhere in the economy. However, the 
power of direct personal experience often overwhelms the indirect arguments and evidence of 
economic analysis. 

In addition to their mercantilist theories, several people in and out of the Clinton administration 
held a “Japan is different” view, asserting that Japan played by different rules of capitalism. 
According to this theory 7 , Japanese markets are managed or guided by government bureaucrats 
and politicians working closely with business leaders. Under such conditions, it is fruitless to 
negotiate market opening measures; the intertwined groups will simply 7 find new ways to keep 
outsiders from entering their protected realms. 

Unfortunately for American trade negotiators, their demands to open Japanese markets by 
assigning import targets confronted a ‘'never again " mentality among Japanese government 
officials that was born in the semiconductor agreements of tire late 1980s when Japan had agreed 
to a specified foreign share goal of the Japanese semiconductor market. The result of these 
Clinton-era trade talks was severe tensions in American relations with Japan that spilled over into 
broader security and diplomatic affairs. It required the dedicated attention of skilled participants 
on both sides to overcome these frictions. 

Over the past 15 years, significant changes have occurred in the trade and investment relations 
between the United States and Japan. Many of the industries that suffered directly from Japanese 
imports have adjusted to the intense competition by becoming much smaller or more competitive. 
Whether in steel, automobiles, machine tools, or many other products, the challenges have faded 
into the past, if not entirely disappeared. In addition. Japan is no longer the only, or even chief, 
protagonist. Korea. China. Russia. Brazil, and others have ollen laken over tlie role first played by 
Japan. 

Japan is now the fourth largest source of American imports, behind Canada. China, and Mexico, 
accounting for less than half the flow from either Canada or China. Tims, the salience of Japan in 
the eyes of business and political leaders is considerably reduced from earlier decades. 

Whereas the U.S. used to be Japan's largest single Irade partner, that no longer is true. Japan now 
imports twice as much from China and from the rest of Asia as it docs from the U.S. In the past 
12 months, as the United States sank into recession, China became Japan's largest export market. 
In the most recent data, Asia loomed twice as large as the U.S. on both sides of the trade ledger. 

Americans used to complain about the almost impossible task of investing in Japanese 
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companies. As of 2007. the value of U S. direct investment in Japan came to more than $100 
billion, three limes the 10-year ago value. Foreigners now own almost one-third of the value of 
the Tokyo Stock Exchange and accounted for half of all transactions last year. 

Because of these substantial changes, the old emotions and animosities have been replaced by a 
more cooperative approach. According to John Taylor, the former Under Secretary of the 
Treasury’ for International Affairs, President Bush and his team developed a new approach to 
American economic relations with Japan. There would be no Japan bashing. The administration 
based its policies on respect and cooperation, not antagonism. Taylor thought that lectures from 
the U.S. government had proven ill-suited to advancing cither Japan's prosperity' or mutual 
relations. There was close cooperation with Japan when the Ministry of Finance infonned the 
U.S. that it planned to intervene heavily in foreign exchange markets to hold down the price of 
the yen as part of its economic recovery' efforts. After more than $300 billion was spent in tire 
final 12-month splurge, the Japanese government ended its attempts to depreciate the currency 
when it appeared that the economy was on its way to a solid recovery'. There have been no further 
interventions since the end of 2003. 

That same cooperative approach appears to be continuing under the administration of President 
Obama. 


Japan and the Global Financial Crisis 

Japanese financial institutions have suffered only mild losses in the ongoing financial crisis. 
According to the most recent data from the Financial Services Agency , losses from subprime 
assets have amounted to approximately $10 billion, and total losses from derivatives trading add 
up to $25 billion. Because of their lack of exposure, the financial authorities have not had to bail 
out Japanese banks, which have buttressed their capital by raising funds in financial markets. 

Many financial and nonfinancial firms have sufficient cash to acquire companies around the 
world, including many in the United States, especially because of the fall in stock market values. 
Recent examples include die $8.4 billion offer from Japan’s biggest bank, Mitsubishi UFJ 
Financial Group, for up to 20% of Morgan Stanley and the $3.5 billion paid for the remaining 
35% ofUnionBanCal, a California bank, that tl did nol already own. Mitsubishi UFJ’s security 
subsidiary entered merger negotiations with the Japanese subsidiary' of Morgan Stanley. Nomura, 
Japan's biggest broker, bought the Asian, European, and Middle Eastern divisions of Lehman 
Brothers, for a reported $225 million. Meanwhile, the insurer Tokio Marine Holdings paid $4.7 
billion for property and casualty insurance company, Philadelphia Consolidated, to gain access to 
the American market. 

Domestically, the Japanese government was nol expecting as sharp an economic decline as 
actually occurred. It had prepared two stimulus programs that turned out to be insufficient for the 
scale of the downturn. In early 2009, though, the government was shocked when it discovered 
that the growth rate had fallen an annualized pace of - 12. 1%. The government’s third stimulus 
package amounted to about 3% of GDP and was larger than the new spending of the previous two 
packages. As this spending shows up in the economy, it seems to be having the desired effect. 

At llie international level, Japan has helped to provide funds for countries and institutions. In 
particular, it has loaned the International Monetary Fund an additional $100 billion from its 
foreign exchange reserves to be used to make loans to emerging market and other economies. In 
addition, the country invested $2 billion in the World Baltic to help recapitalize banlcs in smaller. 
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emerging market economics. In cooperation with other countries and central banks, it has 
provided currency swaps and other arrangements for countries that might face shortages of 
foreign exchange. 

Until late 2008. Japan was the largest holder of American government assets, according to 
Treasure 1 Department reports. China then took over the top position. In recent months, Japan has 
been acquiring American government bonds and other securities at a $25 billion annual rate, 
about half the flow from three years ago when it was heavy in the market for Fannie Mac and 
Freddie Mac assets. 


The Political Capacity for Economic Reform 

Political change is likely coming to Japan. Mandated parliamentary elections must be held no 
later than September 1 0. The opposition Democratic Party’ of Japan (DPJ) is favored to win 
according to recent surveys of its popularity compared to the ruling Liberal Democratic Party 
(LDP), A change in electoral fortunes, the first major one in 55 years except for a brief period in 
1993, could have a major effect on economic policies. 

First, a new party would enter with support from different constituencies than the current web of 
political relations built over a half century. Although the DPJ would feel bound to support its own 
backers, the important point is that they would be different from the old group. Among the LDP's 
constituencies that may be given less weight in a DPJ government ore small shopkeepers, small 
firms, and small farmers, all of which have sharply dwindling numbers. 

The second reason for expecting change is that the ties to personnel in the government 
bureaucracy would be broken. The LDP has ruled through an alliance between the politicians, 
their supporters, and the ministerial administrators, who have considerably more power than 
American government staff. Breaking these links would reduce the impact of bureaucrats’ 
preferences. 

The DPJ's published policy proposals include tax cuts and transfer payments to individuals to 
stimulate consumer spending. Part of the financing of this stimulus w’ould come from shifting 
expenditures on favored LDP projects involving large construction projects. In addition, the DPJ 
platform calls for cutting business taxes on smaller firms. 

Nonregular employment has risen dramatically in the past decade, reaching almost one -third of 
all workers. This growth has been based on deregulating the temporary employment system at the 
same time that companies were searching for ways to increase workforce flexibility. However, 
the nonrcgular employees cam very low wages, have few fringe benefits, and remain outside the 
main unemployment compensation schemes, which were designed for the prevailing concept of 
so-called lifetime employment. The DPJ proposes reducing the disparities between types of 
workers as well as increasing the minimum wage in several installments. However, it has no 
plans for overhauling the social safety’ net. Moreover, many DPJ members had been in the old 
socialist parties and have strong commitments to unions and workers' rights. They would like to 
retain many of the current protections that create labor market rigidities. 

Can the DPJ bring new leadership to Japan? It is unlikely in the first iteration of forming a new 
government. However, the appearance of a political leader like Prime Minister Koizumi as well 
as tlie rise of many innovative governors at the prefeclural level show that true refonners are not 
absent in Japan. Mr. Koizumi’s problem was that he was trying to break old norms from within 
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the traditional governing party. He was like Mikhail Gorbachev who tried to transform the Soviet 
Union from within the Communist Parly. It required the disestablishment of the Communists and 
transformation of political life to achieve lasting reform. 

Nevertheless, enough change has occurred in political and economic institutions that bold 
leadership could emerge from the confusion of a new part} 7 , new people, and new institutions. 
However, no one has lost money by betting against the conservative nature of the Japanese 
people, at least not in the last 60 years. 
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Figure 1: Average Growth Rate, Real GDP/Capita Over Preceding 10 Years and GDP/Capita, 1980-2007 



Note: National currencies converted into 2005 dollars at purchasing power parity. Excludes oil-dependent countries, 
those with fewer than 1 million population, and less than $1 ,000 (i l)P/capita. 

Source: World Bank 


Figure 2: Japan, China, Korea, India, and United States: 1980-2007; Average Annual Growth Rate of Real 
GDP/Capita Over Preceding 10 Years and GDP/Capita 



Note: National currencies converted into 2005 dollars at purchasing power parity. 
Source: World Bank 
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Figure 3: Mergers and Acquisition in Japan, 1986-2007 (number of transactions) 
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Figure 5: Real Returns on Total Aggregate Non residential Capital 
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Figure 4: Ratio of Capital Stock to GDP 
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Figure 6: Ratio Household Savings to Disposable Income (%) 



Note: Separate lines reflect changes in national account definitions. 
Source: Cabinet Office, Economic and Social Research Institute 


Figure 7: Basic Research Expenditures as Percentage of Total National R&D Spending 



Source: OECD, Main Science and Technology Indicators 
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Figure 8: Japan’s Actual and Projected Population (million) 
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Source: Statistics Bureau, Ministry of Internal Affairs and Communications 


Figure 9: Japan’s Population Share by Age Group (%) 
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Source: Statistics Bureau, Ministry' of Internal Affairs and Communications 
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Figure 10: Real GDP (billion 2005 constant purchasing power parity dollars) 



Source: World Bank 
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Mr. Faleomavaega. Thank you, Dr. Alexander. I have just been 
handed a note that Professor Nye has to catch a flight. So if it is 
all right with our other three friends, Congressman Rohrabacher 
and I will want to focus on a couple of questions before Professor 
Nye has to leave for home. So my friend from California, first ques- 
tions? 

Mr. Rohrabacher. Well, let me just ask this in terms of Japa- 
nese positioning, and this might be good for the whole panel how- 
ever, with China versus the United States, I personally see China 
as America’s greatest potential adversary. Potential, I mean they 
are a power we deal with now and perhaps even an enemy in the 
future. What do you see in terms of what is going on with Japan 
and China? Do you see that the United States, for example the 
Chinese just proclaimed a territorial limits in terms of their off- 
shore territorial limits that seem to threaten Japan. And maybe 
you would like to comment on that, Dr. Nye? 

Mr. Nye. When we were looking at the future of East Asia 15 
years ago, the most important thing was the rise of China. And 
that raised a question which is, how should we deal with the rise 
of China? One school of thought said treat it as an enemy, try to 
contain it now. We decided to reject that on the grounds that that 
guaranteed that you would have an enemy. 

Mr. Rohrabacher. Right. 

Mr. Nye. On the other hand, if we invited China to participate, 
for example in the World Trade Organization and what Bob 
Zoellick called being a responsible stakeholder on a range of issues, 
you weren’t guaranteed that China would always be a friend, but 
at least you kept open that possibility. So what you needed was a 
hedge against uncertainty. Even if today’s generation of Chinese 
leaders may have good intentions, who knows in 10 or 20 years 
what the next generation will be. 

So the policy we designed was one in which we reaffirmed and 
reinforced the U.S. -Japan security treaty, so that in the three 
major powers of East Asia, United States, China, and Japan, we 
and Japan would be tightly tied as the two, China would be the 
one. That was the hedge against uncertainty. Subsequently, as Bill 
Emmott has pointed out in his recent book, The Rivals, if you look 
at the rise of Asia not just as the rise of China but also the rise 
of India, you find that there is a balance within Asia. 

And the important thing for us is not to contain China or to treat 
China as an enemy, but to hedge against the possibility that at 
some time in the future we would face what you described. And 
that policy, as Mike Green said, has worked on a bipartisan basis. 
It has good bipartisan support, and I think it is the right policy. 
It gives us the best options for a better future, and it also is good 
for Japan. Because if we have a problem thinking about the rise 
of Chinese power, Japan has it immediately, it is right next door. 

And that is why I think the U.S. -Japan alliance, despite the fric- 
tions that are bound to occur if we see this political change that 
my colleagues have been described, I think that is not going to 
threaten the alliance because it is so strongly in the interests of 
both Japan and the United States. So this is why I concluded my 
testimony by saying I am relatively optimistic, not just about the 
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U.S. -Japan alliance, but about the potential for a stable East Asia, 
if we play our cards right. 

Mr. Rohrabacher. Well thank you very much for your insights. 
I have to say that bringing that into focus also with India I think 
is really an important understanding that we have to have if we 
are going to as you say chart our future, that hedge against the 
possible bad outcomes but at the same time charter a very positive 
future. Thank you very much. 

Mr. Faleomavaega. I just wanted to ask Professor Nye, there 
seems to be a correlation on our traditional deterrents closely tied 
to our nuclear capabilities, and I wanted to ask you and maybe 
even the other members of the panel, is deterrence still relevant 
today given the problems of nonproliferation? Or is there a double 
standard given that the way the nonproliferation concept has been 
employed has not been very successful? 

Mr. Nye. Well, having once worked on nonproliferation way back 
in the Carter administration, it is worth recalling that we are not 
doing quite as badly as the daily headlines would imply. John F. 
Kennedy expected there to be 25 countries with nuclear weapons 
by the 1970s. There are nine. That is better than was expected. So 
the nonproliferation regime, the treaties and so forth, have had 
some beneficial effect, though they are now severely challenged by 
both North Korea and Iran. 

I think the important thing to realize is that there is an inherent 
dilemma in nonproliferation, which is that as you approach zero 
nuclear weapons, things may become more unstable rather than 
more stable, because a little bit of cheating can go a long way, 
whereas when you have larger numbers the little bit of cheating 
probably doesn’t matter as much. And this raises the following par- 
adox, which is that part of the reason that there hasn’t been more 
proliferation is because we have been able to extend guarantees of 
our nuclear umbrella over others. 

Japan obviously has the capacity to go nuclear if it so wished. 
It hasn’t felt the need because we have extended deterrence. So the 
dilemma is that if we were to go too fast too hard too close to zero, 
we would bring nuclear extended deterrence into question. And I 
think that is why I said in my testimony, it is important to focus 
on the fact that extended deterrence rest very heavily on credi- 
bility, not just capability. In other words, the fact that there are 
50,000 American troops based in Japan is tremendously important 
just like the presence of American troops in Berlin allowed us to 
defend Berlin in the Cold War in situations when the Soviets had 
local superiority. 

So I think as we try to implement a policy to which we are com- 
mitted under Article 6 of the nonproliferation treaty of reducing 
our arsenals and getting to lower numbers, we have to make sure 
that we do it in such a way that it doesn’t call into question the 
credibility of our extended deterrence, because that paradoxically 
would actually increase rather than decrease proliferation. 

And that central dilemma is one which is going to require very 
close consultation between Washington and Tokyo. We should not 
be taking steps whether it is to deal with what I call the out- 
rageous behavior of North Korea or whether it is to deal with the 
implementation of the long term desire to reduce the numbers of 
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nuclear weapons, we should not be taking these without very close 
consultations with Tokyo. 

Mr. Rohrabacher. But, and Chairman if you would indulge me, 
the missile defense of course is playing an important in what you 
have just outlined. And the Japanese I think that you will agree 
have been tremendous partners with us in the development and 
even actually the deployment of a missile defense system. 

Mr. Nye. Absolutely. The joint cooperation we have in ballistic 
missile defense with Japan is an important part of our extended 
deterrence relationship. 

Mr. Faleomavaega. There is also the concern, at least the per- 
ception of the fact that the current administration, as with the 
Bush administration, wants to denuclearize North Korea. And of 
course this has serious implications toward Japan’s own security. 
My question is, how do you denuclearize North Korea when it al- 
ready has in its possession nuclear bombs? 

Mr. Nye. Well, I think the strategy that we need to take toward 
North Korea is to realize that this regime is not going to last for- 
ever. That is different from saying that we have a policy of regime 
change, I don’t think we can change the regime. I think it will 
change with time. But we don’t have to accept the legitimacy of the 
North Koreans having violated their nonproliferation treaty agree- 
ments and exploded two nuclear devices. And that means we hold 
open the prospect that over time there will be a non-nuclear Ko- 
rean peninsula. We shouldn’t give up that prospect just because the 
North Koreans have continually lied to us and violated their agree- 
ments. 

Mr. Faleomavaega. And I suppose the most serious question of 
all is what the Obama administration ultimately will have to do in 
making its decision if North Korea does continue not only to test 
its nuclear capability but even its missile testing program. It has 
come to the point where there has been a lot of rhetoric, but where 
do we stop and say enough is enough? And I suspect that we have 
to get some kind of a multilateral agreement, especially with prin- 
cipals like Russia, China and Japan to say that we are going to 
have to put a stop to this. Otherwise, I think we are not going to 
encourage North Korea even to do that. And it also has deep impli- 
cations for Iran’s efforts as well. 

Mr. Nye. Well, let me give you a quick answer but then turn to 
my colleagues on this since it is a very important point. I think the 
administration is right to have tried to maintain the multilateral 
framework. I doubt the North Koreans will come back to the Six- 
Party Talks, but having five parties talk about stability in north- 
east Asia is in itself valuable. Maintaining a framework where the 
North Koreans have to antagonize not just the United States but 
others is a point in our favor. 

In other words, if we think of this as a longer term process of 
keeping open the potential of a non-nuclear Korean peninsula, con- 
taining the North Korean threat is I think a valid objective. And 
from that perspective, we shouldn’t accept any more of these false 
promises. We shouldn’t negotiate bilaterally with the North Kore- 
ans for the sake of negotiating and get another scrap of paper 
which turns out to be worthless. We should in fact be using U.N. 
sanctions, which we have already got some progress on, and a five- 
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party framework to try to contain the North Korea situation while 
waiting for political change inside North Korea. But I would be in- 
terested to see what my colleagues think. 

Mr. Faleomavaega. Please. 

Mr. Green. Mr. Chairman, we the United States did enormous 
damage to the credibility of our extended nuclear deterrent in 
Japan in the way we handled North Korea the last 2 years. I think 
the Obama administration has corrected course in an important 
way. We promised in 2003 publicly that we would not lift tariffs 
and sanctions on North Korea unless there was progress, and these 
were the exact words in a State Department and speeches by Sec- 
retary of State and others, we promised we would not lift tariffs 
and related sanctions on North Korea unless there was “progress” 
on the issue of Japanese abductees. 

And in October 2008, we unilaterally lifted those sanctions, there 
had been absolutely zero progress on abductees, and we did it in 
exchange for a verbal pledge from the North that they would verify 
what they had done. The reaction in Japan from left to right was 
incredibly negative. Extended nuclear deterrents as a matter of ca- 
pability where I think every expert would agree we are in very 
strong shape with missile defense, with our other capabilities. As 
a matter of credibility, I think the North Koreans have no illusions 
about what we would do if they ever used weapons of mass destruc- 
tion. 

But it is also about the credibility of our nuclear umbrella and 
the allies who depend on it. And we have a bit of digging out to 
do now. Because in the minds of I think many Japanese strategic 
thinkers, our word was questioned, are we really ready to stand up 
to North Korea? So we now have a credibility deficit in Japan that 
we need to be very careful about. I think Secretary Clinton has 
made the right moves initially. But how we structure the diplo- 
macy with North Korea, whether or not our Japanese allies think 
we are watching their interests, coordinating with them, whether 
they think we are making too many concessions, those will all be 
critical. 

We have to be a bit careful about talking about containment. I 
agree with Joe Nye, there is a concern among many in Tokyo that 
our only concern is making sure that North Korean nuclear capa- 
bilities don’t go to terrorists and that we would be very satisfied 
to just keep the nuclear weapons in North Korea. That is a very 
dangerous, it is not the U.S. policy, but it is a very dangerous line 
of thinking for us to allow. So we have a lot of work to do on this, 
and as I said I think the administration is off to the right start and 
I hope they keep it up. 

Mr. Nye. Could I just add, because Mike and I agree on most 
things, to make sure that my point was clear. I was not talking 
about containment pure and simple, I said containment while we 
kept open the prospect of denuclearizing the Korean peninsula. 

Mr. Faleomavaega. Professor Calder? 

Mr. Calder. If I might just add a couple of points. First of all, 
on the public diplomacy, the handling of these issues, we are talk- 
ing about the strategic side of this, and I would agree totally with 
my colleagues on those points. But I think we also have to realize 
we are moving into an era now when security policy is probably 
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going to be more politically salient than it has been. Of course we 
saw this on the abductees issue, and I agree with them on that. 
I think we have to have sensitivity on the abductees issue because 
this is so important to the Japanese public, and I think the Obama 
administration has been taking the right course. 

And the other question of architecture, five-party, I think it real- 
ly is crucial. We should in some form continue those issues, recon- 
struction, possibly disarmament at some point, refugee related 
questions, there are many things looming as the Korean peninsula 
changes. One last thing, also minilateralism. The United States- 
Japan-Korea dialogue hasn’t been mentioned, but it seems to me 
one thing that the Obama administration has done that is quite 
valuable is reviving a process that was quite vigorous under Sec- 
retary Perry in the last part of the Clinton years and in some 
points in Bush as well, namely the trilateral, down at Shangri La, 
Secretary Gates and Minister Hamata and the Koreans. This one 
I think needs to be revived, and we have particularly the North Ko- 
rean issue gives us a chance to do that. 

Mr. Faleomavaega. Dr. Alexander, did you? 

Mr. Alexander. No. 

Mr. Faleomavaega. Professor Nye, you had indicated also these 
three basic concerns about the U.S. -Japan alliance. But don’t you 
think there is ever a possibility that China could be part of a tri- 
lateral arrangement in that respect, even though China is not a 
democratic country at this point? 

Mr. Nye. Well, I think what we are going to see is potential for 
United States-China- Japan trilateral cooperation on a number of 
issues. I doubt security will be the primary one. Though notice that 
if you develop a five-party talks as a northeast Asia security dia- 
logue, this would mean a general discussions and confidence build- 
ing which would include China and Japan. But I was thinking 
more concretely of the issue of climate change. With Japan’s pio- 
neering work in energy efficiency, and China now becoming the su- 
perpower of C02 production, you can see a situation where the 
United States, Japan, and China would have a common interest in 
working together on increasing energy efficiency, particularly in 
the consumption of coal in China. 

China has enormous reliance on coal. It is a resource within their 
sovereign boundaries. It is also one of the dirtiest contributors. Chi- 
nese are often producing coal plants which are not at the latest 
level in terms of clean use of coal, sometimes this is affected even 
when the government prefers it by local issues of corruption and 
so forth. 

But a cooperative framework of United States, Japan, and China 
working on improving energy efficiency, with particular emphasis 
on coal, has a great deal of promise. So I think we are going to see 
a variable geometry in East Asia. It is not going to be a set of old 
19th century alliances all on one dimension, we are going to see 
some areas where we will be competing and some where we will 
be cooperating. 

Mr. Faleomavaega. You had indicated earlier — I am sorry. We 
are also joined by another valued member of our subcommittee, 
Congressman Inglis. Did you wish to make an opening statement? 

Mr. Inglis. No, thank you. 
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Mr. Faleomavaega. All right, I appreciate your coming. 

I like the way you use the phrase, Professor Nye, about integra- 
tion plus a hedge, given the example that we have in our alliance 
with Japan and then with whatever other joint efforts that we 
make with countries like China. What is the total GDP that China 
now has as compared to the United States and with that of Japan? 
I think we have $15 trillion total GDP or something like that, with 
Japan right behind us. 

Mr. Nye. We should let Arthur Alexander give the definitive an- 
swer. 

Mr. Alexander. I do have a chart on that. 

Mr. Nye. But there is something worth noticing, before he gives 
the answer, be very wary about whether the numbers you see, 
whether from CIA or elsewhere, are purchasing power parity or are 
at current exchange rates. It makes a huge difference, and there 
is much to be suspected about the purchasing power parity com- 
parisons. Any time you can change something 40 percent with the 
click of a mouse, as the World Bank did for China’s GDP 2 years 
ago measured in purchasing power parity, you know you had better 
look at additional measures. 

Mr. Faleomavaega. I might also raise another question. 

Mr. Alexander. Dispute that, sir. 

Mr. Faleomavaega. Our total defense expenditure now is well 
over $500 billion a year, and I don’t know, somehow I keep getting 
this information that Japan is second only to the United States in 
terms of its budgetary allocations for its defense structure. Is that 
correct? 

Mr. Green. It depends on whether or not you count personnel 
costs and things like that. 

Mr. Faleomavaega. If you use the abacus or some other? 

Mr. Green. That is right, whether, yes. It is in the top five. But 
Japanese defense spending has not increased in 5 years, it has 
been flat or even slightly decreasing. What you see instead as the 
budget remains flat is, the Japanese Government is trying to do 
more with what they have got, hence these anti-piracy operations, 
a new security agreement with Australia and with India, they are 
making new strategic partnerships. 

Mr. Faleomavaega. I am aware of the constitutional restric- 
tions, but do you think at some point in time, because Japan is a 
democracy, should it also have offensive capabilities as far as its 
defense military structure is concerned? You know, if you want to 
be a permanent member of the Security Council, don’t you think 
that maybe we also need Japan’s assistance militarily, peace- 
keeping forces and other things being in the front line? I mean, it 
is very easy to build bridges and all that, but when your lives are 
on the line, then you really know if you are really giving assistance 
in that respect. 

Mr. Green. In the 1980s, during the Reagan administration, as 
the Soviets were building up their military power in the Far East, 
the United States and Japan made one of the first really important 
integrating and tightening exercises in our alliance. And we agreed 
that Japan would be the shield and the United States would be the 
spear. And that division of roles and missions has essentially held 
ever since. 
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But you are seeing even this week debates in the diet in Japan 
about whether, maybe because of North Korea and China, Japan 
ought to have some counterstrike capability, whether it is missiles 
or jet fighters. I think we are going to see more of that, and as we 
look at managing alliance, we are going to have to decide on our 
side how we adjust our roles and missions as Japan takes a look 
at a dangerous neighborhood and thinks about perhaps having a 
slightly fuller kit of capabilities. 

Mr. Nye. I agree with Mike on that, but I also apologize to Ar- 
thur for having interrupted him. So he should get a chance to an- 
swer your prior question. 

Mr. Faleomavaega. There was also a perception, and as I recall 
there was a tremendous debate in the Philippines about whether 
we should continue to have our Navy in Subic Bay and also forces 
at Clark Air Force Base. And as I recall, this was one of the big 
debates in the Senate in the Philippines saying, hey, we don’t want 
you here because your presence is really not to defend the Phil- 
ippines but to defend Japan. Professor Nye, can you correct me on 
that if that sentiment was true? 

Mr. Nye. Well, again I will defer to my colleagues, but I think 
there is a particular relationship between the United States and 
the Philippines going back to colonial times which raised nation- 
alist issues about American presence. And I think it became then 
a football within domestic Philippine politics. Fortunately, that is 
not the case with Japan. With Japan, while there are some com- 
plaints here and there about host nation support and their prob- 
lems in Okinawa about who bears the burden of the noise and the 
congestion and so forth, by and large American troop presence is 
welcomed in Japan. So I think the analogy with the Philippines is 
quite different. 

Mr. Faleomavaega. There is also a perception that if there is a 
war, which is something that we are all trying to prevent here, let 
us say North Korea, and it is believed in some circles that if there 
is ever an attack, North Korea’s initial attack will be toward Japan 
and not toward the United States. Is there any relevance or truth 
in that belief? 

Mr. Green. The North Koreans have somewhere around 200 
NoDong missiles which have the range to hit Japan. 

Mr. Faleomavaega. But they don’t have the capability to put a 
nuclear weapon on that missile? 

Mr. Green. Probably not yet. And then 

Mr. Rohrabacher. Yet being the operative word. 

Mr. Green. Yes, exactly. And then they have roughly 11,000 mis- 
siles and artillery tubes aimed at South Korea. So it is a bad news 
story for Japan and South Korea, and of course for us because we 
have so many troops and civilian personnel in both countries. 

Mr. Faleomavaega. Professor Calder? 

Mr. Calder. If I might just add, one question on the Philippine 
analogy that you asked about. 

Mr. Faleomavaega. Well, it was not an analogy. This is what I 
understand was debated among the Senators. 

Mr. Calder. Yes. I would agree largely with what Professor Nye 
said. Historically if we look across the world, however, when there 
are regime changes, when there are major political shifts in a coun- 
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try where we have bases, there are major issues that arise subse- 
quent to that. Sometimes those nations support it, sometimes it is 
Status of Forces Agreements, it could be base rentals. In the Phil- 
ippine case of course it escalated into things that were larger in 
many ways, and ultimately of course toward our leaving. But I 
think one does have to at least realize that one has to think about 
those questions and be prepared for the political side as, if there 
are political shifts, some shifts in base relationships. 

Mr. Faleomavaega. So would you say, gentlemen, that there is 
consensus among our good friends here that we maintain the um- 
brella that we currently have with Japan strategically and mili- 
tarily, and give absolute assurance that we will use nuclear weap- 
ons if necessary to defend Japan. We can all talk about 
hypotheticals, but maybe we shouldn’t get into the hypotheticals, 
and instead be realistic. 

Mr. Nye. Well, that is our stated policy, and I believe it. 

Mr. Faleomavaega. Yes. 

Mr. Green. I may be an outlier, I would agree, yes maintain, but 
I think we may need to look at ways to enhance, this is a time in 
my view when we should be spending more on missile defense, not 
less. And I think we are going to have discussions in Tokyo about 
whether we need to rethink some of our nuclear doctrine. There are 
some quite responsible people in Japan asking whether Japan 
should now consider something like what we did in the 1980s in 
Europe when the Soviets deployed SS-20s and we put in our own 
capabilities. I am not sure that is the right answer in the case of 
Japan, but there are more and more questions in Japan about 
maybe how our force posture or force structure and doctrine look 
given the fact that the threat from their perspective, and they are 
right, is increasing. 

Mr. Faleomavaega. And I suppose in the minds of the Japanese 
people and their leaders, I guess as Professor Nye had alluded to 
earlier, can the U.S. be trusted when the chips are down? I think 
that is the bottom line question. 

Mr. Calder. Yes, I think that is right. But it is an interactive 
process. Here once again we come back to the importance of treat- 
ing this alliance seriously, understanding what is happening on the 
ground in Japan, and responding to it. It isn’t just something that 
happens automatically in terms of their political process. 

Mr. Faleomavaega. Professor Alexander, did you? 

Mr. Alexander. We could go back and answer the question on 
your 

Mr. Faleomavaega. Yes, the GDP. Total U.S. GDP, I think it is 
$15 trillion, but I may be wrong. 

Mr. Alexander. Comparing GDPs across nations as Professor 
Nye says, there are a lot of problems because we measure things 
in different ways, yen, dollars, euros. The appropriate way to do it 
when you can get the numbers is through purchasing power parity, 
because that really tells you how much stuff you are producing, the 
volume of stuff. We price things out in each country’s currencies 
and make these comparisons. 

The problem that Professor Nye alluded to with China is that we 
had very old prices that were something like 15 years old, and it 
took the World Bank and others several years to put together in 
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a massive effort a new set of prices. As he said, overnight all of a 
sudden the Chinese economy looked a lot smaller. Yet that is the 
correct way to do it. It turns out that China became larger than 
Japan around 2000. And I say around because the numbers don’t 
allow us to really be finer than that. 

So Japan today is roughly, depending on whose base you use, a 
third smaller than China, or China is 50 percent bigger than 
Japan. India is coming up fast, but is still 30 percent smaller than 
Japan. As we look to the future, Japan is number three in terms 
of output. China is growing fast, as has been alluded to. India is 
coming up fast. So Japan will be number three or number four for 
as long as we can look out into the future. I don’t foresee a collapse 
of China as happened to the USSR. 

India is coming up fast and could overtake Japan in say 5 years. 
But still Japan is going to be big, it is going to be rich, it is going 
to be powerful. When I look at Japan I think of Switzerland. Swit- 
zerland is a country with a very low growth rate, but it is rich. If 
you go to Switzerland you don’t get a sense of a collapsing country, 
of poverty. You can’t afford most of the things. And Japan is like 
Switzerland but many times bigger than Switzerland — a rich, sta- 
ble, slow growing country. 

Mr. Rohrabacher. Mr. Chairman, let us note with those figures 
was we are trying to cope what this means Japan, and this is what 
I learned as a young boy when I lived there as two of our panelists 
lived there as well, is Japan in terms of natural resources is a very 
poor country. And the very basic natural resource, which is the 
amount of territory and land available to the people is limited, 
which should cause us to reflect on how countries do succeed, how 
a country can become a rich country. 

When I lived there, the Japanese people lived in rubble, and 
from the aftermath of World War II, my father did fight in the Sec- 
ond World War, and let me just note that during my lifetime my 
father would always come to me until the time he passed away and 
say, you know the Japanese people are the people you can trust to 
keep their word. And he became a businessman after he left the 
Marines, and said, when you shake hands with a Japanese busi- 
nessman, you can count on it, and he is not going to try to find lit- 
tle loop holes to get around the agreement that he has made, which 
as a lot of other people in that region try to do. 

I think that integrity level among the Japanese and their again 
striving for excellence and striving for perfection, these elements in 
their culture has permitted them to succeed with very strong limi- 
tations where they don’t have energy and they don’t have land and 
they don’t have the natural resources that you think of as some 
other countries do in that area. So we should note that and pro- 
mote, knowing that if other countries are to succeed, perhaps those 
are the types of things in the future, rather than just giving away 
resources, foreign aid, et cetera, we should be focusing on some of 
the more basic things that permitted countries like Japan to suc- 
ceed. 

Mr. Faleomavaega. Professor Nye, I know you have an airplane 
to catch, and we cannot thank you enough for coming all the way 
here to offer us your insights and tremendous help to the members. 
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Mr. Nye. Thank you, Mr. Chairman, and I am sorry to have to 
leave, but it is an unfair world, while I often wait for airlines, they 
never wait for me. Thank you. 

Mr. Faleomavaega. Thank you again, Professor Nye. 

I am sorry, Professor Alexander. When you mentioned one-third, 
from a layman’s point of view, can you help us with the real num- 
bers in terms of trillions of dollars? 

Mr. Alexander. Yes. What is real? 

Mr. Faleomavaega. Well, with some symbolism I think. 

Mr. Alexander. I am looking at World Bank figures that I have 
here for 2007. The U.S. has something like 

Mr. Faleomavaega. $19 trillion? 

Mr. Alexander. More like $15 trillion. 

Mr. Faleomavaega. $15 trillion. 

Mr. Alexander. According to these World Bank records, this is 
2007. 

Mr. Faleomavaega. Okay. 

Mr. Alexander. China is less than half that, a little over 6. 

Mr. Faleomavaega. $6 trillion. 

Mr. Alexander. So we are talking about the Chinese economy, 
even growing at the rate it is, say 10 percent a year and the United 
States growing say 3 percent a year, it is going to take 10 to 11 
years for China to catch up if China continues that kind of growth 
rate. But, there is nothing that assures us that it will. It is still 
undeveloped. It is still on the average a poor country, although if 
you go to Shanghai it might not look that way, but it is a poor 
country but growing very rapidly. It has to keep together its polit- 
ical, its economic institutions, it has to live with increasing pollu- 
tion as has been mentioned, that will have a negative effect over 
the long run. So it is hard to say when China might catch up in 
absolute scale with the United States. 

Mr. Faleomavaega. I want to add on to what my good friend 
from California said earlier. I think, with a sense of amazement, 
how a people with no resources, a population somewhere between 
100-125 million, from rubble, developed a democracy and to the ex- 
tent now it is the second most powerful economy in the world. And 
I think that really speaks well for the industry and the creativity 
of the Japanese people and how they are able to come this far or 
this high in terms of their industry. And I think I could not agree 
with my friend from California more in saying this. 

Mr. Alexander. You have emphasized what Congressman Rohr- 
abacher said on this: From that rubble in the Second World War, 
the thing that survived was what economists like to call the human 
capital, the capabilities, the knowledge, the technical abilities, the 
education, the skills and management abilities that they had before 
and during the war; there was vast physical destruction but the 
human capital survived, and the habits and the institutions and 
the way they did things. 

So with American help and with even more of their own con- 
tributions, they started investment going, rebuilding going, they 
could build on that basis that was not destroyed — the human ele- 
ment and the human capital and the enormous sacrifice and effort 
that they put into it. And it wasn’t really much of a surprise to 
economists when things then slowed down in the 1970s. They 
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caught up with their potential. There was that miracle, and it truly 
was a miracle, but when they caught up with that potential, with 
the physical infrastructure, the investment, the human capital, and 
they all started growing together, we got the deceleration of growth 
down to this long range trend of rich countries of about 2 percent 
a year. 

Mr. Faleomavaega. My apologies, I am sorry. I didn’t mean not 
to give my good friend time for his line of questions. Mr. Inglis, you 
are welcome. 

Mr. Inglis. Thank you, Mr. Chairman. Actually, this ties in ex- 
actly with what I, it may sound like an opening statement now but 
it is really in the form of a question is that, what we have just been 
talking about I think illustrates a wonderful opportunity for the 
United States to participate with Japan in the reinvention of en- 
ergy sources. Because Japan is a country with so little resources 
but yet has the human capacity to innovate. 

This is our great strength too, so it seems to me there is a tre- 
mendous opportunity for us to collaborate and to figure out a way 
to break this addiction to oil. Because what I see is a collision 
course that we are on with China, we and Japan, really the whole 
world is on a collision course if we are going to continue to be de- 
pendent on oil. And so what a fabulous opportunity for us to figure 
out that, we have got a lot more resources than Japan does, and 
there is this false hope that many have that we can drill in our dirt 
and solve our problem. 

Well, we won’t do it with OPEC having 70 percent of the world’s 
known oil reserves and us having 3 percent of the world’s known 
oil reserves, we really need to drill here in our heads rather than 
in our dirt. Sure, we have got to drill in the dirt in short term, but 
it is really not a very bright thing to do. It doesn’t take much to 
do it, you just stick a pipe in the ground in the Middle East and 
up comes a bubbling crude, and the people stay generally under op- 
pression because it enriches somebody at the top and everybody 
else stays sort of poor and not very educated. 

So Japan has a completely different strategy, and it is one that 
I think that we should be pursuing, and what a fabulous oppor- 
tunity. So here is the question finally. You know, we are talking 
cap and trade and it is very interesting that we are here in the 
Subcommittee on Asia, Pacific, and Global Environment, it is very 
appropriate I suppose to ask this question here. Cap and trade, I 
am going to predict for you, is in some trouble in the Senate, and 
may get through the House but it won’t get through the Senate. 

If that happens, then what about a replacement? And the re- 
placement that I would love to get your comments on is this 
thought of something that really can bring left and right together, 
reduce payroll taxes, in an equal amount impose a tax on carbon 
dioxide. It is a revenue neutral tax swap. And then apply, this is 
a crucial thing for us and Japan vis-a-vis China, apply the mixture 
to imported goods as well as domestically produced goods. It is a 
border adjustment that we are working to make WTO compliant. 

That would make it so that then, China sort of needs to join us 
at that point, needs to join countries like Japan and the United 
States, it might be interested in taking this action because it 
doesn’t behoove them to have a downstream application of a carbon 



80 


dioxide tax when they could enjoy the administrative efficiency of 
an upstream application. So, anybody want to comment on that 
kind of concept? 

Mr. Faleomavaega. Gentlemen, I just want to add one thing to 
what my good friend is saying. We are currently having to import 
over $700 billion worth of oil every year from foreign countries, so 
I appreciate the gentleman’s question. 

Mr. Alexander. Professor Nye did comment on this, and Pro- 
fessor Calder is one of the world experts on this question. I will 
make a few very brief points. First, economists love the idea of a 
carbon tax or carbon dioxide tax, and then giving people back the 
money in payroll taxes. So you increase the price of one thing but 
give the people back the money to spend and it does everything 
economists would like to do. 

Japan itself is one of the most energy efficient advanced coun- 
tries. It uses less energy per unit of GDP than any other rich coun- 
try, it has tremendous technology. Now the United States has the 
science. Japanese science is not really up to the mark in terms of 
what it needs for the future. American science and basic research 
is at the forefront. So with this combination of Japanese technology 
and experience, something like a carbon tax which would give the 
incentive to really look for those technologies and look for those 
means, I think is a good combination. I am certainly not a politi- 
cian to say how that is going to 

Mr. Inglis. And by the way, before we hear from Dr. Calder, in 
fairness to the people who are advancing cap and trade, they would 
say it attaches a price to carbon and I would agree with that. It 
is just that it doesn’t do it in as elegant a way and as transparent 
a way as what we are talking about. Besides, the bill that I am 
talking about, it is Inglis, Flake, Lapinsky Bill, is 15 pages long. 
As compared to I think Waxman Markey now is over 1,000 pages. 
So you can do ours in 15 pages. Dr. Calder? 

Mr. Calder. I think this is a very interesting idea. I am not fa- 
miliar with the details of your proposal, so I am hesitant to re- 
spond to it categorically, but the notion of forcing China toward 
greater energy efficiency through some kind of a competitive proc- 
ess it seems to me is a positive one. It could actually help to cata- 
lyze some of the cooperation, this trilateral cooperation that Pro- 
fessor Nye was talking about. 

If I might also just add on resources, as you have mentioned and 
the chairman and Congressman Rohrabacher, the lack of resources 
and the differences in the energy circumstances of the United 
States-Japan relationship is going to be extremely important. It is 
something that the Japanese are deeply concerned about. Of course 
they have been very effective in improving efficiency, they have 
pursued safe applications of nuclear power, of course we haven’t 
solved the storage problems and so on. 

But broadening the relationship to include more consideration of 
energy along the lines we have discussed, you know, all of it, alter- 
native dimensions to oil, to me it is one of the most important po- 
tential ways of strengthening the alliance and also speaks to some 
of the security concerns that are arising in northeast Asia as well. 
I think it is definitely a win-win area and we need to think much 
more seriously about specific proposals. 
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Mr. Inglis. Yes. 

Mr. Green. As you probably know, Congressman, the Japanese 
Government has committed to Kyoto, to cap and trade, they just 
announced very ambitious targets, and they have introduced an ex- 
perimental emission trading scheme that, since there is no cap is 
kind of a game, but just to see how they would trade emission cred- 
its. I have actually talked to a number of Japanese CEOs and ex- 
ecutives, it is a project I am working on and I have been interested 
in their views, privately they all would prefer a green tax. 

And the reason they say, it is because they don’t want in their 
case the Japanese bureaucrats meddling or the diet or others get- 
ting involved. I mean the 15 pages versus 1,000 pages would really 
resonate with a lot of Japanese company executives. But it is not 
where the government is, the government is moving ahead with 
cap and trade scheme. I would also, I think we need to look more 
seriously at what we can do with Japan on this. 

Japan I think it actually is the most energy efficient country in 
the OECD by quite a significant margin, and I have been watching 
the new Energy Department leadership and others talk about what 
they want to do in Asia, and they have very ambitious and impres- 
sive plans for cooperation with China and dialogue. I have yet to 
hear anything of any significance from the White House or State 
or DOE on what they want to do with Japan, which has all of these 
enormous capabilities that would really help us help China work 
through their problems. So I am glad you asked the question be- 
cause, I don’t mean this as a criticism, the action is with China in 
many ways, but people are forgetting how much Japan has to offer 
in cooperation with us to get that done. 

Mr. Inglis. And, Mr. Chairman, if I could just extend a little bit 
longer just to say this, that another challenge of cap and trade is 
the uncertainty of the price of the credits. And so I would think 
that a reason that some of those CEOs may be more interested in 
a clear and transparent tax is then you can see the line of taxation, 
you can see what rate it is going to be, and you can predict the 
point at which your new technology can defeat the incumbent tech- 
nology. As it is with cap and trade, the price of the credits will fluc- 
tuate, so when do you bring the plug-in hybrid to market? Well, it 
is a big question. 

But if you have a revenue neutral tax swap and you can see the 
trajectory of that tax line which we propose to start at $15 a ton 
and end over 30 years at $100 a ton, then you know the point at 
which you can compete. And it gives certainty to the marketplace. 
And I think that is an advantage that business types see and 
frankly I think that a lot in the political world have sort of fallen 
in love with the concept of the girl rather than the girl when it 
comes to cap and trade. They really want a girlfriend, they want 
to believe in this concept of girlfriend, but if they really take a look 
at her. 

Mr. Faleomavaega. It depends if the girl is good looking. 

Mr. Inglis. I think what they can look at there, is that when 
they see cap and trade with all of her warts, they are going to say, 
Gee she isn’t quite as beautiful as we thought she was. But we will 
see as this process goes on. I hope though that we can work in a 
cooperative way with our partners like Japan to produce something 
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that is very clear, very workable, that doesn’t punish trade, but 
rather applies it equally to imported and domestically produced 
goods and that works here in the United States on both the left 
and the right. 

The two people that are very big on this concept that I am talk- 
ing about here are Art Laffer, Ronald Reagan’s economics adviser, 
and A1 Gore. And so that is a broad spectrum. They may actually 
have gotten together in Nashville where they both live and talked 
about this concept, and it is pretty exciting when you can get peo- 
ple that divergent together in saying, gee we can work together on 
this. So thank you, Mr. Chairman, for the opportunity. 

Mr. Faleomavaega. No problem. I guess on the issue of climate 
change and global warming and with implications on energy re- 
sources, the major issue that is now being debated and discussed 
even in the Congress at this point in time, I guess it will come 
down really to three countries that will have to take the lead on 
this whole question of what my friend was saying — India, China 
and the United States. 

With Japan, I would say we should follow the lead that Japan 
has taken with its initiatives in addressing some of these environ- 
mental problems coming out as a result of what we are faced with, 
as my friend from Illinois would say, man-made pollution. 

One other issue that I wanted to share with you gentlemen con- 
cerns nuclear waste. For years this exchange has been going on be- 
tween France and Japan, and most recently there was a shipment 
of MOX, a kind of a nuclear oxide. It is very, very lethal, and a 
shipment was sent from France going around the Cape of Good 
Hope in Africa through the Indian Ocean through southeast Asia 
all the way up to Japan. The amount of this MOX was sufficient 
to build 200 nuclear weapons. It is the biggest shipment ever. Do 
you think that Japan and France should continue to make these 
kinds of shipments? 

If something happens, let us say due to pirates or some accident, 
realizing people say, “Well these things don’t happen.” Well we said 
the same thing about the Valdez in Alaska regarding the oil spill 
there. I am very concerned. We can’t even figure out how we are 
going to get rid of our nuclear waste. Of course Yucca Mountain in 
Nevada was the chosen state. 

And to this day not one ounce of nuclear waste has been shipped 
to Nevada, because here is the question — whose states, whose 
towns, whose cities are going to be traveled through whether by 
truck, by train, by airplane or whatever, that will eventually end 
up in Nevada? Nevada doesn’t want it. And it seems to me if you 
are going to produce electricity as a result of using nuclear energy, 
don’t you think that a given country or state should store its own 
nuclear waste? Well, do you think it is right that Japan and France 
continue to do this? Dr. Calder? 

Mr. Calder. Just very briefly, the one thing I could add on that 
point is of course domestic reprocessing is one way to reduce this. 
I agree with you that it is dangerous and should be reduced or 
eliminated. Over time, I think the Japanese plans certainly are to 
stop this kind of transfer, but then to do a domestic reprocessing 
within Japan itself. 

Mr. Faleomavaega. Dr. Green? 
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Mr. Green. For the reasons that Kent just said, I think it is ap- 
propriate Japan and France are doing this because the aim is to 
create a cycle that would be sustainable and reduce dependence on 
fossil fuels and other things. And the security is good. I would add 
one footnote though, since you raised it, and this is getting in the 
weeds, I apologize, but there is a new organization being formed by 
the Nuclear Threat Initiative called WINDS, which is I think the 
World Institute for Nuclear Security. 

Mr. Faleomavaega. By Senator Sam Nunn? 

Mr. Green. That group. And they are very keen to have Japan 
be a core member. And the purpose of this group is to have govern- 
ment and business come together and improve security for nuclear 
power plants for these kinds of shipments. Japan hasn’t joined yet, 
and they should. And it is not for any substantive reasons, it is just 
bureaucratic wrangling in Tokyo. So there are things, for the con- 
cerns you raised, Congressman, there are reasons why Japan really 
needs to step up and show it is taking security of nuclear fuel and 
facilities more seriously. It is good, but it is probably not good 
enough in the age we live in. 

Mr. Faleomavaega. Dr. Calder? 

Mr. Calder. If I might add just one point, I think the issues that 
we are talking about here show exactly why a United States-Japan 
bilateral energy dialogue, we have had these as Mike said with 
China, with Korea, with all sorts of other countries, we don’t have 
a bilateral energy dialogue with Japan. In some form or other, it 
does seem to me that that is important, because often our views 
can help to provide the kind of important input into Japanese deci- 
sion making on exactly the kind of issues he is talking about. 

Mr. Faleomavaega. I don’t know if this question was answered, 
but for the record I am going to restate it since maybe I didn’t state 
the question properly. We all know that under Japan’s constitution 
the whole framework of its defense structure is strictly to defend 
the country, not to take offensive means to attack another country. 
We all understand that. But given the realities of the world that 
we now live in, do you think that it is time that Japan needs to 
change that, that its military should take a more offensive posture 
in terms of being an active participant like other countries that 
conduct peacekeeping operations under the auspices of the United 
Nations? 

If you really want to be a real participant, you have got to be 
willing to spill your blood too in the process. Anybody can print 
money, but to bring somebody back after being killed, it is nothing 
like that. We all know the realities of that. But Japan is a democ- 
racy, Japan has all the military capabilities like any other, with an 
economy second only to the United States. Should Japan’s military 
be more offensive in its operations in concert with whatever alli- 
ance agreements or whatever operations with the United States or 
even with United Nations peacekeeping forces, whether it be in the 
Middle East or other troubled areas of the world? 

Mr. Green. I recently had the privilege of speaking to the Japa- 
nese National Defense Academy, and these young men and women 
were eager to demonstrate that Japan could carry its full burden 
in international society, and I think you find among diet members, 
almost regardless of party, that diet members in their 30’s and 40’s 
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and 50’s feel strongly the same way. So I think the trend, perhaps 
incrementally, but the trend is going to be toward Japan doing 
more. For example this new law that passed on anti-piracy, which 
is really quite significant in many ways because it allows the use 
of force to save other ships, not just Japanese ships. 

So there is movement in that direction. I think there should be 
more movement. I think that it is unfortunate that Japan has only 
several dozen peacekeepers abroad right now doing U.N. peace- 
keeping operations when China has thousands. Whether or how 
those constraints are lifted and Japan plays that larger role really 
is up to the Japanese people. It is a democracy, and I am person- 
ally quite confident that as these issues of the constitution or col- 
lective defense are addressed, it will be transparent and it will be 
for the right reasons. And it is not really for us in many ways to 
say. The question of offensive capabilities is a little bit different. 

And for our entire alliance the United States has had the respon- 
sibility for taking the fight to the enemy if there is a threat to 
Japan. As I said earlier, there are debates in Japan about whether 
Japan ought to have a little bit of that capability themselves. If 
there is an operational reason, if it strengthens defense, deterrents, 
dissuasion, makes Asia more stable, in my view we ought to con- 
sider it, we ought to talk about how we do that in the alliance. If 
it is just for the sake of having offensive capabilities, perhaps it 
doesn’t make as much sense. But I do think that is going to be an 
area where this administration and subsequent ones are going to 
have to talk to our Japanese allies about how we define our roles 
and missions. 

Mr. Faleomavaega. Dr. Calder? 

Mr. Calder. I think there are two additional points that have to 
be made. First of all, the issue of interoperability and cooperation 
with the United States. I think those are both quite fundamental. 
For us the most important change I would say is some change in 
the understanding of collective self defense, so that Japan could co- 
operate more flexibly with our forces. Interoperability is another 
element. 

The second point, I think Japanese transformation of their de- 
fense capabilities, it is for the Japanese people to decide, but they 
are divided internally, and particularly given the tangents in the 
region and history, there is a possibility that Japan could go fur- 
ther than would be stable for the region as a whole I think. And 
so from that perspective, some appreciation, not any direct inter- 
vention on our part, but respect for the other tradition in Japan, 
of namely the sufferings that Japanese people went through in re- 
lationship to the war and so on, I think somewhere in a nuanced 
way, that also has to be a piece of our approach since these issues 
are going to be quite debated domestically in Japan. 

Mr. Alexander. Just one quick issue here. I was doing some re- 
search on the use of civilian technology in Japan for defense pur- 
poses and wanted to talk to companies like Sharp about LCD dis- 
plays; they wouldn’t talk to me because I wanted to talk about po- 
tential military uses. The company at first flatly refused to speak 
to me. After a lot of cajoling and discussion, they finally did it, but 
at a restaurant. Finally it looked as though I was okay, and we had 
meetings at their corporate headquarters. 
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But it was an indicator to me, it was not only Sharp but Sony, 
other companies as well, about how strong some of these ideas 
written into the constitution are among the Japanese public. And 
I was actually quite surprised that as much as we know has gone 
on in the developments in the political military sphere, still among 
the people and among corporate leaders, these feelings of the paci- 
fist constitution are still very powerful. 

Mr. Faleomavaega. Dr. Calder, you had indicated earlier in 
your statement that you say that Japan is changing, is not static. 
I consider the changes going on with the two major parties and the 
ups and downs no different from our own political system. But 
there seems to be concern in some circles saying that Japan is 
going down the drain because its politics have become so bad. And 
I don’t know, after going through with our own sense of politicking 
the last 20 years, I certainly wouldn’t say this is a point of admira- 
tion in our own political system as the pendulum swung from one 
end to the other. Can you elaborate a little? I would like to think 
of it more positively: The up and coming Democratic Party versus 
the Liberal Democratic Party, I think is great. 

Mr. Calder. Well, you present an extremely important question. 
On the face of it, it does seem to me there is no big difference be- 
tween the ups and downs that we have and possibly two-party com- 
petitive politics, which in the longer run I think Japan is headed 
for. But the important contrast, and I think the key point, is that 
this pattern would be sharply different from the past 50 years of 
Japanese politics, which has fundamentally been one-party domi- 
nance, preeminent role for the bureaucracy, not a great deal of de- 
bate on security issues. 

But particularly in the context of a security system, which is 
somewhat unusual in comparative perspective. We have the peace 
constitution; we have all kinds of constraints on deployment of 
forces, and so on. So that the shift is not in a sense totally parallel 
to what would be the case here because there is a different embed- 
ded history. I think what that means, the bottom line, and fortu- 
nately the Japanese people I think are becoming more and more 
sophisticated and sensitive on security issues, is again, it is a very 
interactive American diplomacy with Japan including and on-the- 
ground element, the embassy, the consulates, the American centers 
I think are going to be much more important in the future. 

Because security with two parties and the kind of debates, you 
know, that more transparent than we have here, is probably what 
will begin to emerge more in Japan. And presenting the American 
point of view not only to bureaucrats or not just dealing with 
things behind doors, you know, between the ministries or at the 
White House level, but also dealing with the public side of this, I 
think that is really the big change that is going to occur. That is 
why the focus of a lot of my testimony has to do with public diplo- 
macy and the way that we are organized and what we do on the 
ground in Japan. 

Mr. Faleomavaega. Whose phone is that? Turn off your cell 
phone please. Somebody’s cell phone is on. 

Nine thousand Marines are going to leave Okinawa with about 
a $15 billion price tag on it in terms of transferring the Marines 
to Guam with some 20,000 dependents. We have Members of Con- 
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gress who say, enough is enough, why should we continue having 
military forces in other countries? Why don’t we just bring our sol- 
diers back home whether it be in Europe or the 50,000 in Japan? 
Why should we continue having 50,000 soldiers in Japan? Do we 
need our soldiers there? Japan is capable of defending itself, are 
they not? 

Mr. Green. Of course, Members of Congress, the American pub- 
lic have been asking those questions since 1945, whether we have 
to have so many troops abroad, and the numbers have come down 
considerably over the past 60 or 70 years. The answer in the region 
is, absolutely they have to be there. We recently did a survey at 
our institute of strategic elites in nine Asian countries, and they in 
spite of economic integration, in spite of increasing summits and 
cooperative efforts, they fundamentally do not trust security in the 
region absent the American presence. And that goes for Japan, 
Korea, Australia. 

Mr. Faleomavaega. And why is that? 

Mr. Green. Well, part of it is we are, as Secretary Madeline 
Albright once said, the indispensable power. We are the onus 
broker. Relations among Asian states are complex; in most cases 
they have better relations with us than they do with their neigh- 
bors, so that is part of it. Part of it is because they are focused on 
economic growth. Success for a leader in China, Korea, Thailand, 
anywhere except basically Burma and North Korea, depends on 
providing growth and opportunities for their people. 

And they can’t do that if they have to start looking over their 
shoulders and worrying about a possible war with their neighbors. 
So they want to keep focused on economic growth which is good for 
everyone. And then of course you have all these big, big questions. 
What is China going to do with its increasing power? What is 
North Korea going to do with its nuclear weapons? 

So for a pretty small investment at the end of the day, we buy 
ourselves stability in the region, access for economic relations, good 
will frankly in spite of some of the issues around local bases. And 
we manage the changing power dynamics in a way that means we 
can, you know, live up to Joe Nye’s strategy of integrating China 
and not having to worry as much about the hedging piece of the 
equation. 

Mr. Faleomavaega. Professor Calder? 

Mr. Calder. I agree with that very much. I do think our foreign 
deployment is important and its role goes far beyond the military. 
One could add as well the humanitarian side of this. For example 
the tsunami in 2005, the United States was the only, by far the 
first nation and the main nation that responded to that tragedy 
across the Indian Ocean because of its global presence. So it is a 
diplomatic role, it is military, of course in an age of terrorism we 
can’t forget that aspect of it. But it goes really far beyond that. 
That said, having just done a book in that area, I do think that it 
is politically contingent. We have to be sensitive to the local politics 
in the key countries, and that includes Japan, in thinking about 
the stability of our basing network. 

Mr. Green. I should add briefly if I could, the one other reason 
it is a good deal for us, frankly, is because our Japanese and Ko- 
rean allies pay billions and billions of dollars a year, and if you did 
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the math it would be a lot more expensive for us to actually station 
them at home. That is how much they value our presence, and 
Kent is right, there are challenges at the local level with bases, but 
there is no ground swell in Japan or Korea for us to go home. I 
think there is a pretty broad consensus at a national level that our 
presence is critical for their national interest as well. 

Mr. Faleomavaega. And if our presence really has the right de- 
cision or the right reasons for it, we paid a dear price in Vietnam. 
For 10 years we couldn’t even figure out what our foreign policy 
should have been, at the cost of almost 60,000 lives of our men and 
women in uniform. That was not a very pleasant experience for me 
as a veteran who served in Vietnam. And it seems that we didn’t 
learn our lesson from Vietnam, and look what we have done in 
Iraq. 

We have expended over $900 billion supposedly to go after Sad- 
dam Hussein who never attacked us in 9/11. So we have got some 
real serious problems here — and I say at least in our relationship 
with Japan overall from your testimonies, gentlemen, the relation- 
ship is sound. I deeply appreciate your coming and sharing with us 
and with the American public. I don’t know how far this television 
broadcast is going, but I hope we have given better insight, better 
understanding, and helped better relations between our two coun- 
tries. And with that, gentlemen, thank you again for coming. The 
hearing is adjourned. 

[Whereupon, at 12:21 p.m., the subcommittee was adjourned.] 
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Mr. Chairman, thank you for calling this important hearing regarding the 
changing role of Japan in international affairs. I want to underscore my deep 
appreciation for the long-standing friendship and alliance that the United States 
shares with Japan. This important partnership between our two countries is 
stronger now than ever before. 
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time, the Honorable Ryozo Kato, in the northern Illinois congressional district that 
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downturn does not do more harm. The northern Illinois congressional district that 
I represent has a long and positive relationship with Japan. Foreign direct 
investments by Japanese companies continue to support countless jobs in the 
district. For example, Nissan Forklift in Marengo, IL currently employs 350 hard- 
working constituents. 

Mr. Chairman, Japan’s more active participation in international affairs is a 
welcome development especially during a time when North Korea’s belligerence is 
reaching unprecedented levels. It is not beyond the realm of possibility that a 
hostile attack by North Korea could target Japan. After all. North Korea has 
already fired several long range missiles over Japan in the past few years. We 
must work closely with Japan, South Korea, and other partners in the Proliferation 
Security Initiative to stop Pyongyang from acquiring or selling more weapons. 
Thus, maintaining America’s strong friendship with Japan is indeed vital to the 
stability of Northeast Asia. 

I look forward to hearing the testimony from our panel of expert witnesses. 
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